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December 18, 2003

HUCI RS Te fgh
: HAND DELIVERED
Mr. Bruce Duke \\
Deputy Executive Director o angr gy
Synergy Business Park, Saluda Building R
101 Executive Center Drive iV oE

Columbia, SC 29211 LTS DEPARTMENT

Re:  Time Warner Cable Information Services (South Carolina), LLC
Application for local and interexchange authority
Our File No. 03027-0065

Dear Mr. Duke:

Enclosed for filing please find the Application of Time Warner Cable
for a certificate of public convenience and necessity to provide
interexchange and local voice services using Internet protocol in South
Carolina. Time Warner Cable Information Services also requests that the
Commission authorize implementation of an alternative regulatory plan
under S.C. Code Sections 58-9-575 and 58-9-585 as outlined in the
application. We respectfully request that the Commission process this
application as quickly as possible. An original and 18 copies are included
for filing. Please date-stamp the extra copies of the Application as proof of
filing and return them with our courier.

If you have any questions, please have someone on your staff
contact me.

Very truly yours,

ROBINSON, McFADDEN & MOORE F’ C

“Fomu L.

Bonnie D. Shealy

/bds ' i '
Enclosure C

cc: Ms. Julie Y. Patterson (with enclosure)
Mr. James McDaniel (via email without enclosure)
David Butler, General Counsel (via email without enclosure)

Post OrrFicE Box 944, CorumBL, SC 29202 @ 1901 Mamv Street, Surte 1200, Corumnlia, SC 29201
PrONE: 803.779.8900 8 Fax: 803.252.0724 or 803.771.9411 B INTERNET: WAWW.ROBINSONLAW.COM




BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. QDO% Y ‘_ %
e

INRE: Application of Time Warner Cable Information
Services (South Carolina), LLC for a Certificate
of Public Convenience and Necessity to Provide
Interexchange and Local Voice Services and for
Alterative Regulation pursuant to S.C. Code
Sections 58-9-575 and 58-9-585

R T g S

Application of Timme Warner Cable
Information Services (South Carolina), L1.C

Pursuant to Section 253 of the Telecommunications Act of 1996, South Carolina Code
Section 58-9-280, and the Rules and Regulations of the Commission, Time Wamer Cable
Information Services (South Carolina), LLC (“TWCIS” or “Applicant”), hereby submits this
Application for a Certificate of Public Convenience and Necessity to provide interexchange and
local voice services throughout the State of South Carolina. TWCIS also requests that the Public
Service Commission of South Carolina (“Comunission™) authorize implementation of an
alternative regulatory plan under S.C. Code Sections 58-9-575 and 58-9-585 as outlined in this
Application. In support of its Application and in compliance with the Commission’s Rules and
Regulations, TWCIS submits the following information:

1. Time Warner Cable Information Services (South Carolina), LLC is the legal name

of the Applicanf. Applicant’s principal place of business is:
Time Warner Cable Information Services (South Carolina), LLC

290 Harbor Drive
Stamford, Connecticut 06902

79842.1




2. Communications relating to this application should be directed to TWCIS’s
attorney of record:

Frank R, Ellerbe, III

Bonnie D. Shealy

Robinson McFadden & Moore, P.C.
Post Office Box 944

Columbia, South Carolina 29202
Telephone (803) 779-8900
Facsimile (803) 252-0724

And

Julie Y. Patterson

290 Harbor Drive

Stamford, Connecticut 06902
Phone: 203-328-0671

Fax: 203-328-4840

3. Questions concerning TWCIS’s ongoing operations should be directed to:

Julie Y. Patterson

290 Harbor Drive

Stamford, Connecticut 06902
Phone: 203-328-0671

Fax: 203-328-4840

4, Customer inquiries or complaints shounld be directed to: -

Julie Y. Patterson

290 Harbor Drive

Stamford, Connecticut 06902
Phone: 203-328-0671

Fax: 203-328-4840

5. The name and address of TWCIS’s registered agent in South Carolina is:

CT Corporation System
75 Beattie Place
Greenville, South Carelina 29601

6. TWCIS is limited liability company organized under the laws of the State of

Delaware. Copies of TWCIS’s Articles of Organization and Operating Agreement are attached




hereto as Eﬁ(hibit A, Attached as Exhibit B is a current list of the members of TWCIS. TWCIS’s
Authority to Transact Business in South Carolina is attached hereto as Exhibit C.

7. TWCIS is financially qualified to provide local and interexchange services in
South Carolina. Attached as Exhibit D is the SEC Form 10-K for Time Warner Entertainment
Company, L.P., one of the corporate parent’s of TWCIS, A commitment letter from Time
Warner Entertainment Company, L.P., in which the parent entity commits to providing necessary
financial support to TWCIS’s service offerings in South Carolina, is attached as Exhibit D-1. A
corporate organization chart is attached as Exhibit E.

8. TWCIS will rely on the individuals identified in Exhibit F for technical and
managerial support for its South Carolina operations.

9. The corporate affiliates of TWCIS that are providing, or are authorized to provide,
telecommunications services, are identified in Exhibit G.

10.  TWCIS plans to provide facilitics-based local and long distance Infernet protocol
(“IP”) voice service, targeted to the residential market. TWCIS’s Proposed Service Offering is
described in Exhibit H.

11.  Except as noted herein in any applicable waiver request, TWCIS will abide by all
applicable statutes and all applicable Orders, rules, and regulations entered and adopted by the
Commission.

12, TWCIS will participate to the extent it may be required to do so by the
Commission in the support of universally available telephone service at affordable rates,

13, Pursuant to the general regulatory authority of the Commission, TWCIS requests
authorization to adopt an alternative means of regulating the Applicant under S.C. Code Sections
58-9-575 and 58-9-585. TWCIS mtends to offer facilities-based local and long distance Internet
protocol voice services to the residential market on a bundled flat rate basis. TWCIS will not
offer separate local or interexchange services on a stand alone basis. Specifically, TWCIS
requests that the Commission adopt an alernative regulatory scheme which provides that the

Commission shall not fix or prescribe the rates, tolls, charges, or rate structures for TWCIS’s




bundled interexchange and local services or for its operator and directory assistance services.
TWCIS requests that it be allowed to file and maintain price lists for its local and interexchange
services without filing a maximum rate schedule. Applicant submits that it is subject to
competition with respect to its bundled local and long distance IP voices services as well as the
directory assistance and operator service offerings.

14,  TWCIS submits that the Commission should authorize implementation of this
alternative regulatory scheme on the basis that the public interest will be served by approving the
service offerings outlined in this application and exhibits.

15.  TWCIS respectfully requests a waiver of the requirement in S.C. Code Ann. Regs.
103-610 that all records required under the rules be kept within the State of South Carolina.
TWCIS maintains its headquarters in Stamford, Connecticut, and will offer services in multiple
jurisdictions. It would be impractical and administratively burdensome for TWCIS to maintain
separate records in all of the states in which it operates. Accordingly, TWCIS seeks a waiver of
S.C. Code Amn. Regs. 103-610 so that it may maintain its records at its principal place of
business in Stamford, Connecticut.

16.  TWCIS requests that it be exempt from any record-keeping rules or regulations
that might require a carrier to maintain its financial records in conformance with the Uniform
System of Accounts (USOA). Because it utilizes the Generally Accepted Accounting Principles
(GAAP), the Commission will have a reliable means by which to evaluate operations.

17.  The Applicant does not intend fo publish telephone directories. The Applicant
will make arrangements to ensure that the names of its customers are included in the directories
published by the appropriate incumbent local exchange carrier (ILEC). Waiver of the directory
requirement is justified because it would be an unnecessary burden on the Applicant to require
that it publish and distribute its own directory to all customers located within each exchange
area, Therefore, TWCIS requests that the Commission waive 26 S.C. Regs. 103-631.

18.  TWCIS requests a waiver of 26 S.C. Reg. 103-622.1(d) in regard to ifs

requirement that tolt charges be itemized because the local and long distance IP voice services it




proposes to offer will be billed on a bundled flat-rate basis, and, therefore, there will be no toll
charges on customers’ bills. Customers will receive a monthly statement and be able to obtain
copies of individual call details via the TWCIS secure website or by requesting call detail
information from TWCIS directly. Because TWCIS will bill all local and interexchange calls on
a bundled, flat-rate basis, customers will not be billed for any individual local or interexchange
calls and will not need to view call detail to determine whether their bills are correct. For those
customers who wish to view their call detail, TWCIS will make it available to them, either via
the TWCIS secure website or via regular mail. Therefore, TWCIS requests that the Commission
waive 26 S.C. Reg. 103-622.1(d).

19.  In recognition of the currently unsettled nature of the issues surrounding the
appropriate regulatory treatment of IP-based voice services such as proposed by the Applicant,
nothing in this submission should be construed as a concession or agreement by TWCIS that the
services at issue in this Application constitute telecommunications services, local exchange
services, common carrier offerings, or services that are otherwise subject to federal or state
regulation, nor that the entity or entities providing them constitute telecommunications carriers,
telecommunications providers, local exchange carrier, interexchange carriers, common carriers,
or other regulated entities.

WHEREFORE, Time Warner Cable Information Services (South Carolina), LLC
respectfully requests that the Commission issue it a Certificate of Public Convenience and
Necessity authorizing it to provide local and interexchange voice services in South Carolina,
subject to the waivers sought herein, and that it be alternatively regulated pursuant to S.C. Code

Sections 58-9-575 and 58-9-585.




Dated this __ | 2 day of December, 2003,

Respectfully submitted,

ROBINSON, MCFADDEN & MOORE, P.C.

Lo 8Mral

Frank R. Ellerbe, III, Esquire
Bomnie D. Shealy, Esquire
Robinson, McFadden & Moore, P.C.
1901 Main Street, Suite 1200

Post Office Box 944

Columbia, South Carolina 29202

Telephone: 803-779-8900
Fax: 803-252-0724
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OFFICE ON THE'FOUREEENTH DAY OF JULY, A.D. 2003, AT 8:

Detevware -
' _ m/ e PAGE 1
 The First State

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF

'DELAWARE, DO HEREBY CEREIFY THE ATTACHED IS A TRUE AND CORRECT

COPY OF THE CERIIFICATE OF FORMATION OF "TIME WARNER CABLE

'INFORMATIQN,SERVICES'{SOUTH CAROLINA}, LLC", FILED IN THIS

50 O'CLOCK

P.M.

-~
[ I B A 4 T

Harriet Smith Windsor, Secretary of State

AUTHENTICATION: 2527189

3681447 8100

030461138 DATE: 07-15-03
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executed this Certificate of Formation, this [0th day of July, 2003,

Secretary of State
Division of Corporations
Deliverad 08:50 PM 07/14/2003
FILED 08:50 PM 07/14/2003
SRV 030461138 — 3681447 FILE

CERTIFICATE OF FORMATION
OF
TIME WARNER CABLE INFORMATION SERVICES (SOUTH CARGLINA), LLC
This Centificate of Fonﬁation of Time Wamer Cable Information Services (Seuth
Carolina), LLC (the “Company™) is being executed by the undergigned for the purpose of

forming a limited liability cornpany pursuant to the Delaware Lirnited Liability Company Act.

1. The name of the Company is Time Warner Cable Information Services (South
Carolina}, LLC.

2, The address of the registered office of the Company in the State of Delaware is
Corporation Trust Conter, 1209 Orange Street, Wilmington, DE 19801. The name of the
Company’s registered agent at such address is The Corporation Trust Company.

Y This Certificate of Formation shall be effective upon filing,

IN WITNESS WHEREQF, the undersigned, an authorized person of the Company, has

Time Wamner Cable Inc., Managing Member,

o a8 [t bill

Gerald D. Campbell,
Senior Vice President, Voice

wAaild LN

N:\an\rfim\Emi:tca\Forms\LLL\Coniﬁcutc of Forrnation LLC doo
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LIMITED LIABILITY COMPANY AGREEMENT
: or
TIME WARNER CABLE INFORMATION SERVICES (SOUTH CAROLINA), LL.C

_ This Limited Liability Company Agreement is entered into effective as of July 14, 2003
(the “Effective Date™) by and between Time Warner Cable Information Services (South
Carolina), LI.C (the “Company”), a limited liability company organized pursuant to the

‘Delaware Limited Liability Company Act (the “Act™), and Alert Cable T.V. of South Carolina,
Inc. (“Alert Cable T.V.”), "Time Warner Cable Inc. (“TWC”) and Time Warner Entertainment-
Advance/Newhouse Partnership (“TWEAN™), as the members of the Company (the “Members”).

ARTICLE 1 - FORMATION; TERM; PURPOSE; POWERS

1.1.  Formation. Alert Cable T.V., TWC and TWEAN formed the Company on
July 14, 2003 pursuant to and in accordance with the Act.

1.2.  Name. The name of the Company shall be Time Warner Cable Information
Services (South Carolina), LLC. :

1.3.  Term. The term of the Company commenced on the date of filing of the
Certificate of Formation with the Secretary of State of the State of Delaware and the Company
shall continue in existence until dissolved in accordance with either the provisions of this
Agreement or the Act.

1.4.  Purpose. The purpose of the Company shall be to (a) engage in the business of
providing telephone and other communications services in South Carolina, (b) engage in any
other lawful act or activity for which limited liability companies may be organized under the Act,
as determined by the Members; and, (c) engage in all activities necessary, appropriate, proper or
advisable for the furtherance and accomplishment of these purposes and the protection and
benefit of the Company.

1.5  Powers. Except as otherwise limited in this Agreement, the Act or any other
applicable laws and regulations, the Company shall have the power and authority to take any and
all actions necessary to or reasonably connected with the Company’s business.

1.6 Executive Office. The executive office of the Company shall be located at
290 Harbor Drive, Stamford, Connecticut 06902. The Company may locate its places of
business and registered office at any other place or places as the Members from time to time may
determine. The Company may have other offices at such place or places as the Members may
designate from time to time.

1.7.  Registered Office and Registered Agent. The Company’s registered office shall
be at the office of its registered agent at Corporation Trust Center, 1209 Orange Street,
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Wilmington, County of New Castle, Delaware 19801, and the name of its registered agent at
such address shall be The Corporation Trust Company.

ARTICLE Il - MEMBERS; ADDITIONAL MEMBERS; TRANSFERABILITY

21. Members. The names and the business mailing addresses of the members are as
follows:

Name Address
Alert Cable T.V. of South : 290 Harbor Drive
Carolina, Inc. Stamford, CT 06902
Time Warner Cable Inc. 290 Har‘bor Drive

: : Stamford, CT 06902
Time Warner Entertainment- 290 Harbor Drive
Advance/Newhouse Partnership Stamford, CT 06902

92,  Admission of Additional Members. One or more additional members may be
admitted to the Company with the approval of and upon such terms and conditions as the
Members may determine from time to time.

23.  Transfors. The Members’ interest in the Company shall be transferable either
voluntarily or by operation of law. The Members may sell, assign, convey or otherwise dispose
of all or any portion of its interest in the Company. If a Member transfers less than all of its
interest in the Company, the transferee shall be admitted as a member of the Company upon such
terms and conditions as the Member and the transferee may agree. If a Member transfers its
entire interest in the Company, the transferee shall succeed to all of the Member’s rights under
this Agreement and shall be admitted as a member on the effective date of the transfer without
further notice to or action by any party.

ARTICLE HI - CAPITAL CONTRIBUTIONS; DISTRIBUTIONS

3.1. Initial Capital Contribution. The Members have contributed, or will contribute,
$1,000 to the Company.

32.  Additional Capital Contributions. The Members may, but shall not be obligated
to, make additional capital contributions to the Company.

3.3. Distributions. The Company shall make distributions to the Members in such
amounts and at such times as shall be determined by the Members from time to time in
accordance with this Agreement; provided, however, that the Company shall not make any
distribution unless, after such distribution is made, the assets of the Company are in excess of the
liabilities of the Company.




behalf of the Company, which act was within the scope of the authority (if any) conferred on the
Members or Company officers by this Agreement or by duly taken action of the Members, unless
such act or omission constituted fraud, bad faith, gross negligence or willful misconduct, The
Company agrees to indemnify and hold the Members and Company officers harmless from and
against any claim, demand, loss, damage, liability or expense of any kind or nature whatsoever,
including reasonable attorneys’ fees incurred by or against the Members or Company officers
arising from or in connection with the business of the Company, except when a final non-
appealable determination is made by a court of competent jurisdiction that the Members or
Company officers acted in or with fraud, bad faith, gross negligence or willful misconduct.

5.4. Delegation of Powers: No Management by Other Persons.

(a)  The Managing Member may appoint individuals with or without such titles as it
may elect, including, but not limited to, the titles of President, Vice President, Treasurer,
Secretary, and Assistant Secretary, to act on behalf of the Company with such power and
authority as the Managing Member may delegate in writing to any such persons.

(b)  Except and only to the extent expressly delegated by the Managing Member, no
person or entity other than the Managing Member shall be an agent of the Company or have any
right, power or authority to transact any business in the name of the Company or to act for or on
behalf of or to bind the Company. ‘

5.5  Employees of the Company. The Managing Member shall devote such time to
the Company business as it, in its sole discretion, shall deem to be necessary to manage and
supervise the Company business and affairs; but nothing in this Agreement shall preclude the
employment, at the expense of the Company, of any agent or third party to manage or provide
other services in respect of the Company business or property subject to the control of the
Managing Member.

ARTICLE VI - DISSOLUTION

6.1.  Dissolution. The Company shall be dissolved and its affairs wound up at such
time as may be determined by the Members. Upon dissolution, the Company shall cease the
carrying on, as distinguished from the winding up, of its business and affairs. Upon dissolution
the Company shall not terminate, however, but shall continue until the winding up of its affairs
has been completed and a certificate of cancellation has been filed with the Delaware Secretary
of State.

6.2.  Distribution of Assets Upon Dissolution. Upon the winding up of the Company,
the Company shall discharge all of its liabilities, including liabilities to the Members if they are a
creditor, either by payment or by establishing appropriate reserves for payment thereof. The
Company assets and propertics shall be sold or distributed in kind in connection therewith as
determined by the Members in its discretion. Any remaining Company assets or properties shall
be distributed to the Members.




6.3. Certificate of Cancellation. Upon completion of the winding up of the Company,
a certificate of cancellation shall be filed with the Delaware Secretary of State in accordance
with the Act.

ARTICLE VII - MISCELLANEOUS

7.1, Inconsistencies with the Act: Severability. To the fullest extent possible, this
Agreement shall govern even if inconsistent with, or different than, the provisions of the Act or
any other law or rule. If any provision of this Agreement or the application thereof to any person
or circumstance shall be invalid, illegal or unenforceable to any extent, the remainder of this
Agreement and the application thereof shall not be affected and shall be enforceable to the fullest
extent permitted by law.

7.2. Goveming Law. This Agreement shall be governed by the internal laws of the
State of Delaware without regard to the conflicts of law principles thereof.

7.3.  No Third Party Beneficiaries. Except as otherwise expressly provided herein, the
members intend and agree that no person shall be a third party beneficiary of this Agreement.
No provision of this Agreement shall be for the benefit of or enforceable by any creditor of the
Company or any member. Any agreement to make any contribution or to otherwise pay any
amount and any assumption of liability, express or implied, contained in this Agreement, shall be
~ only for the benefit of the members and their respective permitted successors and assigns, and
such agreements and assumptions shall not inure to the benefit of the obligees under any
Company indebtedness or to any other person or entity.

7.4. Amendments. This Agreement may be amended only by a written instrument
executed by all Members.

_ 7.5.  Definitions Generally. Definitions in this Agreement apply equally to both the
singular and plural forms of the defined terms. The words “include” and “including” shall be
deemed to be followed by the phrase “without limitation” when such phrase does not otherwise
appear. The terms “herein,” “hereof” and “hereunder” and other words of similar import refer to
this Agreement as a whole and not to any particular section, paragraph or subdivision. The
* section fitles appear as a matter of convenience only and shall not affect the interpretation of this
Agreement. All section, paragraph or clause references not atiributed to a particular document
shall be references to such parts of this Agreement.

[The remainder of this page is intentionally left bfank.]




The parties have executed this Limited Liability Company Agreement effective as of the
Effective Date.

COMPANY: TIME WARNER CABLE INFORMATION SERVICES
(SOUTH CAROLINA), LLC

by Time Wamer Cable )Ir\:oﬁax}a ing Membw
b ) @m/& |

T

Name: Gerald D. Campbell
Title: Senior Vice President, Voice

MEMBERS:

- Title: Vice President

TIME WARNER CABLE INC.

By: /MQ m@/@ﬂ

Name: Geratd D. Campbell
Title: Senior Vice President, Voice

TIME WARNER ENTERTAINMENT-
ADVANCE/NEWHOUSE PARTNERSHIP

by Time Warner Entertainmen{ Company, L.P.,
General Partner,

Name: Gerald D. Campbell
Title: Senior Vice President, Voice, Cable Group
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LIST OF MEMBERS

The following are the two members of Time Warner Information Services (South
Carolina), LLC:

Time Warner Entertainment - Advance/Newhouse Partnership
A New York Partnership

290 Harbor Drive

Stamford, CT 06902

Time Warner Cable Inc.
A Delaware Corporation
290 Harbor Drive
Stamford, CT 06902
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The State of South Carolina
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Office of Secretary of State Mark Hammond

Cettificate of Authorization

[, Mark Hammond, Secretary of State of South Carolina Hereby: certify that:
TIME WARNER CABLE INFORMATION SERVICES (SOUTH CAROLINA), LLC, A

MATAAUAVAUA DA AR AT AVETAT

§ Limited Liability Company duly organized under the laws of the State of
= DELAWARE, and issued a certificate of authority to transact business in South =
o Carolina on July 30th, 2003, with a duration that is at will, has as of this date filed ::-3\
*.i all reports due this office, including its most recent annual report as required by ,’.‘{j
&l section 33-44-211, paid all fees, taxes and penalties owed to the Secrefary of =2
t;;* State, that the Secretary of State has not mailed notice to the company that it is iﬁ
= subject to being dissolved by administrative action pursuant to section 33-44-809 of B
= the South Carolina Code, and that the company has not filed a cemf:cate of, =
= cancellation as of the date hereof. o =
= =
= =
B El
= Gi =
iven under my Hand and the Great Sea! of

b

the State of South Carolina this 30th day of
July, 2003.

TNV NN

Mark Hammond, Secretary of State

12 )..&v...\n.\v.su&mMWAIAIAIMM&TAIM&
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o e AND CORTE L e ) ’ SR |
T TRER RN s O . . aa FILE D
ORIGINAL STATE OF SOUTHCAROLINA = S
SECRETARY OF STATE ‘ ‘
oL 30 2003 . , JUL 302003
APPLICATION FOR A CERTIFICATE OF AUTHORITY o o
BY A FOREIGN LIMITED LIABILITY COMPANY K
AFQ ITED LIABILITY COMPANY. SECRETARY OF STATE

NSACT BUSINESS IN SOUTH CAROLINA

TYPE OR PRINT CLEARLY WITH BLACK INK

“The following Foreign Limited Liability Company applies for a Ceriificate of Authority to Transact Business
in South Carolina in accordance with Section 33-44-1002 of the 1976 South Carolina Code of Laws, as

amended.
1. The name of the forelgn limited liability which complies with Section 33-44-1005 of the 1976
South Carolina Code as amended is Time Wamer Cable Information Services (South Carolina), LLC
2. The name of the State or Country under whose law (he company is organized is
Delaware : )
3. The street address of the Limited Liability Company’s principal office is
290 Harbor Drive
' Street Address
Stamford- __cCr 06902
City _ Stale Zip Code
4, The address of the Limited Liability Company’s current designated office in South Carolina is

293 Greystone Blvd.

Street Address

Columbia SC 29210 _
City ) State : Zip Code
5. The street address of the Limited Liability Company's initial agent for service of process inn South
Carolina is .

clo C T Corporation System, 75 Beattic Place
- Street Address

Greenville . South Carolina ) : 29601
Cily Slate Zip Coda

and the name of the Limited Liabifity Company's agent for service of process at the address is
C T Corporation System

C T Corporation System By:

Name Signalure . o

6. [ ] Check this box if the durafion of the company is for a specified term, and if so, the period
specified i _

SCO47 - 05062003 C T System Online

4




- Timg Wamer Cable Infor..ation Services (South Carolina)i LIC
Name of Limited Liability Company

7. 11 “Check this box if the COmg:;any is mariager-managed. If so, list the némes and business
addresseas of each manager : : .

Name

Business Address

City State Zip Code

Name

Buslness Address

City Stale Zip Cede

8. {1 Check this box if one or more members of the foreign limited liability company are to be liable for

the company's debt and obligation under a provision similar to Section 33-44-303(c) of the 1876
South Carolina Code of Laws, as amended.

Date July 10, 2003 //\/\’59 \@VM
* '

. {Signafive.t

Gerald D. Campbell, St. VP, Voice, Time Warner
Name Capacity -
Cable Inc., Managing Member

FILING INSTRUCTIONS

i This application must be accompanied by an original ceriificate of existence not.more than 30 days old (ora record of
similar import} authenticated by the Secretary of State ar other official having custody of the Limited Llability Company
records In the state or country under which it Is crganized. L v

2. File twa copies of these articles, the original and either a duplicate original or & conformed copy.

3. - if management of a limited liability company is vested in managers, a manager shall execule this form. f management of
a limited liability company is reserved {o the members, a member shall execute this form. Specify whether a member of

manager is executing this form.

4, This form must be accompanied by the filing fee of $110.00 payable to the Secretary of State.

Return to: Secretary of State
P.O. Box 11350
Columbia, 5C 29211
— 8 The first antitiai report {o lirfiied liabilty company fust be detivered fo the- Secrelary of State belween January first and
April first of (he calendaryear after which the limited liability company was organized or the foreign company was first
authorized fo transact business in South Carotina, Subsequent annual reports Tust te detiverad to the Secretary of State
on or before the fifteenth day of the fourth month following the close of the limited Hability company's faxable yeatr,

Form Revised by South Garolina

LLC-APP FOR A CERTIFICATE OF AUTHORITY 8Y A FRI LLC.doo
Secretary of State, January 2000

SC047 - 05/06/2003 C T System Online
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aprney

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2002 “

Comunission file number 001-12878 {

L I SN B

TIME WARNER ENTERTAINMENT COMPANY, LP

i

(Exact name of registrant as specified tn its charter) %

Delaware 13-3666692 E

(State or other jurisdiction of incorporation {1.R.S. Employer :
or crganization of registrani} Identification Number) %

{

American Television and Communications Corperation Delaware 13-2922562 i
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PART 1

Ttem 1. Business

Time Warner Entertainment Company, L.P. (“TWE") is engaged principally in three fundamental areas
of business:

+ Cable, consisting principally of interests in cable television systems and high speed data services;

- Filmed Entertainment, consisting principally of interests in filmed entertainment and television
production; and

» Networks, consisting princi;ially of interests in cable television and broadcast network programming.

TWE is a Delaware limited partnership that was formed in 1992, Prior to the completion of a
restructuring of the TWE partnership (see below), AOL Time Warner Inc. (*AOL Time Warner”), through
its wholly owned subsidiaries, owns general and limited partnership interests in 72.36% of the pro rata priority
capital (“Series A Capital”} and residual equity capital of TWE and 100% of the junior priorify capital. As a
result of the November 2002 merger of Comecast Corporation (“Comcast”) and AT&T Corp.s (“"AT&T”)
broadband businesses, including AT&T’s interest in TWE, the remaining 27.64% limited partnership interests
in the Series A Capital and residual equity capital of TWE is held by two trusts (the “Comcast Trusts”), all of
the beneficial interests of which are owned by a subsidiary of Comcast. See “TWE Restructuring,” below, for
a discussion of the equity interests in TWE upon the completion of a restructuring of the parinersiip.

- During the second quarter of 2002, prior to the completion of Comeast’s acquisition of AT&T’s interests,
AT&T exercised a one-time option to increase its ownership in the Series A Capital and Residual Capital of
TWE. As a result, on May 31, 2002, AT&T’s interest in the Series A Capital and Residual Capital of TWE
increased by approximately 2.13% to approximately 27.64% and AOL Time Warner’s corresponding interest
in the Series A Capital and Residual Capital of TWE decreased by a like amount, to 72.36%.

TWE Restructuring

In August 2002, AOL Time Warner, Comcast and AT&T announced that they had'agreed to restruéturc
TWE. The restructuring {the “TWE Restructuring”} is expected to be completed on March 31, 2003.

The TWE Restructuring will result in the following: (i) AOL Time Warner will acquire complete
owhership of TWE's content assets (including Warner Bros. and Home Box Office, which will become
separate, wholly owned subsidiaries of AOL Time Wamer); (ii) all of AOL Time Warner’s directly-owned
cable television system interests will be contributed to a separate company which will become a majority-
owned subsidiary of AOL Time Warner and will be renamed Time Warner Cable Inc. ("TWC Inc.” or
“TWC™); (iif) TWE will become a subsidiary of TWC Inc. and will continue to own the cable television
system interests previously owned by it; (iv) Comcast will receive $2.1 billion in cash and AOL Time Warmer
equity securities valued at $1.5 billion; (v) a Comcast Trust will also retain a 21% ecoromic interest in Time
Warner Cable, through a 17.9% direct ownership interest in TWC Tne. {representing a 10.7% voling interest)
and a limited partnership interest in TWE representing a 4.7% residual equity interest; and (vi) AOL Tinle
Warner will retain an overall 79% economic interest in the cable business, through an 82.1% cwnership interest
in TWC Inc. (representing an 89.3% voting interest) and a partnership interest in TWE representing a 1%
residual equity interest and a $2.4 billion preferred component. For additional information with respect to the
TWE Restructuring, see Management’s Discussion and Analysis of Results of Operations and Financial

Condition, “Recent Developments.”” set forth at pages F-3 and F-4 herein and Note 1 to TWE’s consolidated
financial statements set forth at pages F-34 and F-35 herein.

The AGLTYW General Partners

Prior to the completion of the TWE Restructuring, Warner Communications Inc. (“WCI,” a subsidiary
of AOL Time Warner) and American Television and Communications Corporation (“ATC,” a subsidiary of
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AOL Time Warner) are the two general partners of TWE (the “AOLTW General Partners”). TWE does not
have any ownership interest in the businesses or assets of the AOLTW General Partners.

The principal assets of the ACLTW General Partners currently include, in addition to then: 1nterests in
TWE: WCI's ownership of substantially all of the Warner Music Group (“WMG™), which: prod ;
distributes recorded music, owns and administers music copyrights and manufactures and print
DVDs; WCI's 50% interest in DC Comics, a New York general partnesship which is 50% owne
(“DC Comics”); WCP's 99.95% aggregate interest in Warner Entertainment Japan Inc.,"”a,c,erp
crganized under the laws of Japan (“Warner Japan™); certain securities of Turner Broadeasting Sys
(“TBS”) which in the aggregate represent an equity interest of approximately 10.6% in TBS; a.34%,.
interest in Time Warner Telecom Inc.; and 7.66% of the common stock of Time Warner Companies; ]
assets of whicll consist primarily of investments in its consolidated and unconsolidated subsidiaties; Tie
TWE.

Upon the completion of the TWE Restructuring, TWC Inc. will be the general pariner of TWE and:
and on¢ of the Comcast Trusts will be the limited partners of TWE. For additional information with respect ’[0
the changes in TWE’s organization following the completion of the TWE Restructuring, see “Descnpt' ’
Certain Provisions of the TWE Parinership Agreement” at pages 17 through 20 herein.

TWE-A/N Partuership

In 1995, TWE formed a cable television joint venture with the Advance/Newhouse Partnership
(“Advance/Newhouse”) known as the Time Warner Entertainment-Advance/Newhouse Partnership
(“TWE-A/N”). Duriig 2002, TWE and Advance/Newhouse Partnership (“Advance/Newhouse”) com=
pleted the yestructuring of -the parinership known as the Time Wainer Entertainment-Advance/Newhouse
Partnership (“TWE-A/IN"): As part of the TWE-A/N restructuring (the “TWE-A/N Restructuring”)y
cable systems and their related assets and liabilities serving 2.1 million subscribers as of December 31, 2002,
located primarily in Flerida (the “A/N Systems”), were transferred to a subsidiary of TWE-A/N. Advance/
Newhouse has authority for the supervision of the day-to-day operations of the subsidiaty, subject to some
exceptions requiring action by unanimous consent, and TWE will continue to exercise various management
functions, including oversight of programming and certain engineering-refated services. TWE has deconsoli-
dated the financial position and operating results of the A/N Systems for all periods. Under the new TWE-
A/N Partnership Agreement, effective August 1, 2002, Advance/Newhouse’s interest in TWE-A/N tracks
only the ecenomic performancc of the A/N Systems, while TWE rctams the economic interests. and
assoclated ligbilities.in the remaining TWE-A/N cable systems.

ity

Also, in comnection with the TWE A/N Restructuring, AOL Time Warner effectively ac!qﬁir':i
Advance/ Ncwhouse s [7% mterest in Road Runner a hlgh Spced cable modem Internet service prowder

TWE-A/N Partnership Agreement™ at pages 20 through 22 herein.

AOCL-Time Warner Merger

AOL Time Warner was formed in connection with the merger of America Online, Inc (“America
Oniine”) and Time Warner Inc. (“Time Warner”), which was consummated on January 11, 2001 (the
“Merger” or the “AOL-Time Warner Merger”). As a result of- the Merger, America Online and Time
Warner each became wholly owned subsidiaries of AOL Time Warner.
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Cantion Concerning Forward-Looking Statemeits

This Annual Report on Form 10-K includes certain “forward-looking statements” within the meaning of
the Private Securities Litigation Reform Act of 1995. These statements are bascd on management’s current
expectations and are naturally subject to uncertainty and changes in circumstances. Actual results may vary
materially from the expectations contained herein due to changes in economic, business, competitive,
technological and/or regulatory factors. More detailed information about those factors is set forth on pages -

and F-  herein. TWE is under no obligation to (and expressly disciaims any such obligation to) update or
alter its forward-looking statemests whether as a resuit of new information, subsequent events or otherwise.

Available Information and Website

TWE’s annual reports on Form 10-K, quarterly reposts on Form [0-Q, current reports on Form 8-K and
amendments to such reports filed with the Securities and Exchange Commission (SEC) pursuant 10
Sections 13(a) or 15(d) of the Securities Exchange Act are available on the SEC's Website at www.sec.gov.
TWE does not have a Website.

CABLE

TWE’s Cable business consists principally of interests in cable television systems that provide vidco
programuming and high speed data services to customers under the name Time Warner Cable. As a result of
the TWE Restructuring which is expected to be completed on March 31, 2003, Time Warner Cable Inc.
(“TWC Inc.”), will become an 82.1%-owned subsidiary of AOL Time Warner and will own or manage all of
AOL Time Warner's and TWE’s cable television systems. Of the 10.9 million basic subscribers served by
Time Warner Cable at December 31, 2002, 1.7 million are in systems that will be owned by TWC Inc. directly
or through wholly owned subsidiaries of AOIL Time Warner and 9.2 million are in systems that will continue
{6 be owned or managed by TWE or TWE-A/N. Following the TWE Restructuring, TWE wilt become a
94.3%-owned subsidiary of TWC Inc. {(with AOL Time Warner holding a partnership interest in TWE
representing a 1% residual equity interest and a $2.4 billion preferred component). All of these systems will
continue to provide services under the Time Wamer Cable brand name.

As a result of the TWE-A/N Restructuring, which was completed on December 31, 2002, cable systems
which served 2.1 million subscribers, primarily located in Florida, were transferred to a subsidiary of TWE-
A/N, and Advance/Newhouse’s jnterest in TWE-A/N was converled into an interest that tracks the
economic performance of these A/N Systems. Advance/ Newhouse has authority for supervision of the day-
to-day operations of the subsidiary, subject to some exceptions, including limitations on the incurrence of
indebtedness, and TWE will continue to exercise various management functions, including oversight of
programming and certain engineering-related matters. Time Warner Catle oversees the management of, and
retains the economic interests and associated liabilities in, the remaining systems owned by TWE-A/N. TWE
has deconsolidated the financial position and operating results of the A/N Systems for ali periods.

Time Warner Cable’s cable systems include systems serving 1.2 million subscribers that are part of Texas
Cable Partners- (“TCP"), a 50-50 joint venture between Comcast and TWE-A/N, and systems serving
306,000 subscribers that are part of Kansas City Cable Partners (“KCCP™), a 50-50 joint venture between
Comeast and TWE. TWE’s investments in these joint ventures are accounted. for using the equity method.
TWE receives a fee for managing the TCP and KCCP systems.

For additional inforsnation with respect to the TWE and TWE-A/N restructurings, see Management's
Description and Anatyses of Results of Operations and Financial Condition, “Recent Developments” and
Nole 4 “Cable-Related Transactions and Investments,” to TWE’s consolidated financial statements set forth
at pages F-50 through F-52 herein.
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Systems Operations

Time Warner Cable is the second largest operator of. cable television -systems in the U.S. As of
December 31, 2002, Cable systems owned or managed by Time Warner Cable passed approximately
18.5 million homes, and provided basic cable service to 10.9 million subscribers and high speed data services
to 2.5 million residential and commercial subscribers, Time Warner Cable operates large clustered and
technologically advanced cable systems. As of December 31, 2002, more than 73% of its subscribers were in
19 geographic clusters, each serving more than 300,000 subscribers, and approximately 99% of its cable
systems were capable of carrying two-way broadband services, with approximately 97% having been upgraded
to 750MHz or higher. Time Warner Cable is an industry leader in developing and rolling-out new producis
and services, such as video-on-demand, subscription video-on-demand, high-definition television, home
networking and set-top boxes with integrated digital video recorders. See “Advanced Cable Services” below.

Franchises

Cable systems are constructed and operated under non-exclusive franchises granted by state or local
governmental authorities. Franchises typically confain many conditions, such as time limitations on com-
mencement or completion of construction; service requirements, including number of channels; provision of
free services to schools and other public institutions; and the maintenance of insurance and indemnity bonds.
Cable franchises are subject to various federal, state and local regulations. See “Regulation and Y.egislation”
below.

Video Programming

Video programming is generally made available to customers through packages of different programming
services provided for prescribed monthly fees. 'The available analog channel capacity of Time Warner Cable’s
systems has expanded as system upgrades are completed, with. most systems offering around 70 analog
channels. Customers receiving Time Warner Cable’s digital services may elect to receive up to 150 video and
audio channels, including expanded pay-per-view and. premium channel options as weli as other programing
products. '

Video programming available to customers includes local and distant broadcast television stations, cable
programming scrvices like CNN, A&E and ESPN, and premium cable services like HHBO, Showtime and
Starz! The terms and conditions of carriage of programming services are generally established through
affiliation agreements between the programmers and Time Warner Cable. Most programming services impose
a monthly license fee per subscriber upon the cable operator and these fees typically ingrease over time. Time
Warner Cable’s programming costs have risen in recent years, sec Management's Discussion and Analysis of
Results of Operations, “Business Segment Results — Cable”. Time Warner Cable sometimes has the right to
cancel contracts and generally has the right not to renew them. Time Wamer Cable may not always be able to
renew contracts when it wishes to do so. Time Warner Cable also must periodically obtzin retransmission
consent for permission to carry local broadcast stations that have so elected. Time Warner Cable cannot be
assured that each station will grant such consent on reasonable terms. It is unknown whether the loss of any
one popular supplier would have a material adverse effect on Time Warner Cable’s operations.

Video Programming Charges and Advertising

Video subscribers to Time Warmer Cable’s cable systems are typically charged monthly subscription fees
based on the level of service selected and, in some cases, equipment usage fees. Subscription revenues account
for most of Time Warner Cable’s revenues. Although regulation of certain cable programming rates ended in
1999, rates for “basic” programuming as well as for equipment rentals and installation services continue to be
subject to regulation pursuant to federal law. See “Regulation and Legislation™ below.

Video subscribers may also elect to receive premium channels for an additional monthly fee with
discounts generally available for the purchase of packages of more than one premium service. Pay-per-view
movies and special events arc charged on a per-view basis. :
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Time Warner Cable also generates revenue by selling advertising time to a variety of national, regional
and local businesses. Cable television operators receive an allocation of scheduled advertising time on certain
cable programming services into which the operator can insert commercials. The clustering of Time Wainer
Cable’s systems expands the share of viewers that Time Wamer Cable reaches within a local DMA
(Designated Market Area), which helps local ad sales personnel 1o compete more effectively with broadcast
and other media. In addition, in many locations, contiguous cable system operators have formed advertising
interconnects to deliver locally inserfed commercials across wider geographic areas, replicating the reach of
the broadcast stations as much as possible. As of December 31, 2002, 15 of Time Warner Cable’s 34 divisioris
participated in local cable adverfising interconnects.

A portion of Time Warner Cable’s advertising revenues come from sales to other AOL Time Wamer
segments and from sales to programming vendors in support of their channel launches. For the past two years,
these sales to programming vendors have represented a substantial portion of Time Warncr Cable’s total
advertising revenues. However, these advertising revenues have decreased in recent periods as the mumber of
new programming service launches has declined. TWE expects this trend to continue and expects sales of
advertising to other AOL Time Warner segments to decline significantly in 2003. See Management’s

Discussion and Analysis of Results of Operations and Financial Condition Business Segment Results —
Cable.”

Local News Channels

Time Warner Cable operates, alone or in partnerships, 24-hour local news channels in New York City
(NY1 News), Albany, NY (News 9 Albany), Rochester, NY (R/News), Charlotte and Raleigh, NC
(Carolina News 14), Austin (News 8 Austin) and Houston, TX (News 24 Houston). These channels have
developed into attractive vehicles for local advertising and provide Time Warner Cable with an important
connection to the communities in which the channels operate. Preparations are underway to launch news
chanpels in San Antonio, TX and Syracuse, NY.

Advanced Cable Services

Digital Programming Services

" Digital Video Service

As of December 31, 2002, Time Wamer Cable had more than 3.7 million digital service subscribers and
all .of Time Warner Cable’s 34 divisions were upgraded to accommeodate digital cable. Digital subscribers
receive significantly expanded cable network options, CD-quality audic music services, more pay-per-view
choices, more channels of multiplexed premium services and other features such as enhanced parental control
options. The digital set-top boxes delivered to subscribing customers also offers a digital interactive program
guide and access to Time Warner Cable’s video on demand offerings.

On Demand Services

As of December 31, 2002, Time Warner Cable offered video on demand services in 32 of its 34 divisions.
Video on demand enables digital subscribers to instantaneously purchase movies and other programming, and
to wiilize VCR-like functions (such as pause, rewind and fast-forward) while watching these programs.
Subscribers are charged for video on demand on a per-use basis.

As of December 2002. Time Warner Cable offered subscription video on demand in 32 of its 34 divisions.
Subscription video on demand provides digital customers the ability to view an array of content associated
with a particular content provider, Subscription video on demand uses the same technology and offers the
same features as video on demand, but subscriber access is charged on a monthly rather than a per-usc basis.
Subscription video on demand is currently offered in connection with premium channels such as HBO and it is
expected that other programming will be available over time.
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HDTYV

Pursuant to FCC regulation, television broadcast stations have been granted additional ovei-the-air
spectrum to provide, under a prescribed rollout schedule, high definition and digital television signals to the
public. Time Warner Cable believes its upgraded hybrid fiber optic/coaxial cable architecture provides a
technologically superior means of distributing HD'TV signals. To date, Time Warner Cable has agreed to carry
the high definition television signals and other digital signals broadcast by television stations owned ard
operated by the ABC, CBS, NBC and Fox networks, and also by nearly all public {elevision stations in Tirhe
Warner Cable’s operating areas. Time Wamer Cable is sceking high definition carriage arrangements with

other broadeasters. Time Warner Cable is also carrying the HDTY versions of HBO and Showtime in certain
areas.

Digital Video Recorders

Beginning in August, 2002, Time Warner Cable began to offer customers in some of its systems set-top
boxes with integrated digital video recorders, or “DVRs,” for an additional monthly charge. DVR users can
record programming on a hard drive built into the set-top box through the interactive program guide and view
the recorded programing using YCR-like functions such as pause, rewind and fast-forward. Furthermore,
DVRs give users the ability to pause even “live” television. Time Warner Cable intends to expand the
deployment of DVR-enabled set-top boxes during 2003.

High Speed Data Sevvices

Internet Services

Time Warner Cable’s residential customers can choose from a variety of ISPs, including TWE's Road
Runner and America Online’s AOL For Broadband services. High speed data customers connect their
personal computers (PCs) to Time Warner Cable’s two-way hybrid fiber optic/coaxial plant using a cable
modem. High speed data customers pay a flat monthly fee for access to their ISP’s features, which typically
include Internet access and email. Time Warner Cable also offers a home networking option for an additional
monthly fee, which aliows a customer to connect multiple PCs to a single cable modem.

As of December 31, 2002, Time Wasner Cable had 2.5 million high speed data subscribers. High speced
data subscribers include residential subscribers, as well as commercial and bulk (e.g., apartment buildings and

universities) subscribers, Due to their nature, commercial and bulk subscribers are charged a different amount
than residential subscribers.

~Time Wamer Cable offers its Road Runner branded, high speed data service to both residential and
cormercial customers. In coanection with the TWE-A/N Restructuring, TWE and an affiliate of AOL Time
Wamer effectively acquired Advance/Newhouse’s 17% interest in Road Runner thereby increasing AOL
Time Warner's ownership to approximately 82% on a fully attributed basis. As a resuit of the termination of
Advance/Newhouse’s minority rights in Road Runner, TWE consolidated Road Runner with its resnlts

retroactive to January 1, 2002. As of December 31, 2002, the Road Runner service was carried in all of Time
Warner Cable’s 34 divisions.

Time Warner Cable’s provisien of the AOL For Broadband service and its obligation fo make multiple
ISP services available to its cuslomers are subject to compliance with the terms of the FTC Consent Pecree
and the FCC Order entered in connection with the regulatory clearance of the AOL-Time Warner Merger.
(Sce “Regulation and Legislation” below, for a description of these terms). ’ ’

Voice Services

Commencing in 2002, Time Warner Cable has engaged in voice services trials utitizing a technology
known as Voice over Internet Protocol or “VoIP.” These trials enable participating Time Warner Cable
residential high speed data users to make and receive calls using a traditional telephone handset cennected to 2

cable modem. Time Warner Cable expects to begin the commercial launch of VolP service in some of its
divisiens in 2003. '




Competition

Timé Warner Cable’s video and high speed data services face strong competition from a wide variety of
alternative delivery sources. In the future, technological advances will most likely increase the number of
alternatives available 1o its customers. In general, Time Warner Cable’s video and high speed data business
faces competition from other information and entertainment providers, as well as competition from other
media for advertising dollars.

DBS. Time Warner Cable’s video services face competition from satellite services, such as DirecTV and
the Dish Network, which offer satellite-delivered pre-packaged programming services that can be received by
relatively small and inexpensive receiving dishes. The video services provided by these satellite providers are
comparable, in many respects, with Time Warner Cable’s analog and digital video ' services. In many
metropolitan areas, satellite services now also include local broadcast signals. .

“Online” Competition. Time Warner Cable’s high speed data service faces compelition from a variety
of companies that offer other forms of “online” services, including DSL high speed data service and dial-up
servites over ordinary tclephone lines. Monthly prices of dial-up services are typically less expensive than
broadband services. Other developing new technologies, such as Internet service via satellite or wireless
connections, also compete with cable and cable modem services.

Overbuilds. Under the Cable Television Consumer Protection and Comipetition Act of 1992, franchising
authorities are prolibited from unreasonably refusing to award additional franchises. As a result, from time to
time, Time Warner Cable [dces competition from overlapping cable systems operating in its franchise areas,
including municipally-owned systems.

SMATY (Satellite master antenna lelevision). Additional competition comes from private cable
television systems servicing condominiums, apartment complexes and certain other multiple dwelling units,
often on an exclusive basis, with focal broadcast signals and many of the same satellite-delivered program

services offered by franchised cable television systems. Some SMATYV operators now offer voice and high
speed Internet services. '

MMDS/Wireless Cable (Multichannel microwave distribution services). Time Warner Cable faces
competition from wireless cable operators, including digital wireless operators, who use terresirial microwave

technology to distribute video programming. Sorhe MMDS operators now offer voice and high speed Internet
services. '

Telephone Companies. Time Wamer Cable also faces competition from telephone companies. Under
the 1996 Telecommunications Act, telephone compantes are now {ree to enter the retail video distribution
business within their local exchange service areas, including through satellite, MMDS and SMATY, as

traditional franchised cable system operators or as operators of “open video systems” subject to local
authorizations and local fees.

Consumer Electronics Manufacturers. To the extent that Time Warner Cable’s products and services

converge with theirs, Time Warner Cable may compete with the manufacturers of consumer clectronics
products. '

Additional Competition. In addition to multichannel video providers, cable television systems compete
with afl other sources of news, information and entertainment, including over-the-air television broadcast
reception, live events, movie theaters, home video products and the Internet.




FILMED ENTERTAINMENT

TWE’s Filmed Entertainment businesses produce and distribute theatrical motion pictures, televiston
shows, animation and other programming, distribute home video product and license rights to TWE's
programs and characters. All of the foregoing businesses are principally conducted by Warner Bros., whichis a
division of TWE. Following the completion of the TWE Restructuring, the Warner Bros. divisien will become
a wholly owned subsidiary of AOL Time Warner.

Warner Bros. Feature Films

Warner Bros. Pictures prodiices feature films both wholly on its own and under co-financing arrange-
ments with others, and also distributes completed fitms produced and financed by others. The terms of Warner
Bros. Pictures’ agreements with independent producers and other entities are separately negotiated and vary
depending upon the production, the amount and type of financing by Warner Bros., the media and territories
covered, the distribution term and other factors.

Warner Bros. Pictuses’ strategy focuses on offering a diverse slate of films with a mix of genres, talent and
budgets that includes four to six “c:vent” movies per year. In response to the rising cost of producing theatrical
films, Wamer Bros. Pictures has eniered into a number of joint venture agreements with other companies to
co-finance films, decreasing its financial risk while in most cases retaining substantially all worldwide
distribution rights. During 2002, Warner Bros. Pictures reteased a total of 26 original motion pictures for
theatrical exhibition, of which 6 were wholly financed by Warner Bros. Pictures and 20 that were financed with
or by others, A total of 25 motion pictures are currently sated to be released during 2003, of which 7 are
wholly financed by Warner Bros. Pictures and 18 financed with or by others.

Wamer Bros. Pictures' joint venture arrangements include a joint venture with Village Roadshow
Pictures to co-finance the productior of motion pictures; and an arrangement with Gaylord Entertainment
(“Gaylord”) 16 co-finance the production of motion pictures with medinm to high budgets, and with
Gaylord’s wholly owned subsidiary, Pandora Investments SARL, to co-finance the production of lower budget
pictures. -

Warner Bros. Pictures has distribution servicing agreements with Morgan Creek Productions Inc.
(“Morgan Creek”) through December 2003 pursuant to which, among other things, Warner Bros. provides
domestic distribution services for all Morgan Creek motion pictures and certain foreign distribution services
for selected motion pictures in-selected territorics. Warner Bros. Pjctures has a distribution arrangement: with
Franchise Entertainment LLC under which, for certain motion pictures, it has domestic distribution rights and
foreign distribution rights in selected territories. Additionally, Wamer Bros. has an exclusive distribution
arrangement with Alcon Entertainment (“Alcon”). for distribution of all of Alcon’s motion pictures in
domestic and certain foreign territories, and an exclusive worldwide distribution arrangement with the newly
created Shangri-La Entertainment, LLC.

Home Video

Wamer Home Video (“WHV?”) distributes for home video use DVDs and videocassettes containing
filmed entertainment product produced or otherwise acquired by Warner Bros. Pictures, Castle Rock, New
Line, Home Box Office, Turner Broadcasting System, Inc. (*TBS”) and WarnerVision.

WILV also distribules other companies’ product, including DVDs and videocassettes for BBC, PBS and
National Geographic in the U.S., ICON in the UK and Australia, and France Television and Canalt In
France, : '

WHYV seils and/or lcenses its product in the U.S. and in major international territorics to retailers and/or
wholesalers through its own sales forces, with warehousing and fuifillment handled by divisions of Warner
Music Group and third parties. In some countries, WHV's preduct is distributed through licensces. DVD
product is replicated by Warner Music Group companies and third parties. Video-cassette product is
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manufactured under contract with independent duplicators. WHYV released 25 titles on DVID> and videocas-
sette in the U.S. in 2002 that generated sales of more than one million units each.

Since inception of the DVD format, WHY has released over 1,500 DVD titles in the Y.S. and
international markets, led by worldwide sales of Harry Potter and the Sorcerer’s Sione, which has sold
23 million DVD units. DVD is the fastest selling consumer electronics product of all time, with an instatled
base at December 31, 2002 of over 40 million households in the U.S. and an additional 55.4 million
households intemationally (inchuding China).

Television

Warner Bros. is one of the world’s leading suppliers of television programming, distributing programming
in more than 175 countries and in more than 40 languages. Warner Bros. both develops and produces new
television series, made-for-television movies, mini-series, reality-based entertainment shows and animation
programs and also distributes television programming for exhibition on all media. The distribution library
owned or managed by Warner Bros. currently has more than 6,500 feature films, approximately 38,000
television titles, and 14,000 animated titles (including 1,500 classic animated shorts).

Warner Bros.” television programming is primarily produced by Warner Bros. Television (“WBTV”),
which produces primetime dramatic and comedy programming for the major networks, and Telepictures
Productions (“Telepictures™), which specializes in reality-based and talk/variety series for the syndication
and primetime markets. During the 2002-03 season, WBTV produced hits such as Smallville, Gilmore Girls
and Everwood for The WB Network and ER, Friends, The West Wing, The Drew Carey Show, George Lopez,
Third Watch and Without a Trace. Telepictures has primetime hits The Bachelor and The Bachelorette as well
as first-run syndication staples such as Extra.

Warner Bros. Animation is responsible for the creation, development and production of contemporary
television and feature film animation, as well as for the creative use and production of classic animated
characters from Warner Bros.’, TBS’s and DC Comics’ lbraries, including Looney Tunes and the Hanna-
Barbera libiaries.

Backlog

Backlog represents the future revenue not yet recorded from cash contracts for the licensing of theatrical
and television programming for pay cable, network, basic cable and syndicated television exhibition. Backlog
for all of TWE’s filmed entertainment conpanies amounted to $3.2 billion at December 31, 2002, compared fo
$3.5 billion at December 31, 2001 (including amounts relating to the intercompany licensing of film product to
TWE’s cable television networks of $405 million and $433 million as of December 31, 2002 and December 31,
2001, respectively). The backlog excludes advertising barter contracts.

Consumer Products

Warner Bros. Consumer Products licenses rights in both domestic and international markets to the
names, likenesses, images, logos and other representations of characters and copyrighted material from the
films and television series produced or distributed by Wamer Bros., including the superhero characters of DC
Comics, Ha:ma-Barbera characters, classic films and the literary and feature film phenomenon, Harry Potter.

Competition

The production and distribution of theatrical motion pictures, television and animation product and
videocassettes/DVDs are highly competitive businesses, as cach vies with the other, as well as with other
forms of enteriainment and leisure time activities, including video games, the Intemnet and other computer-
related activities for consumers’ attention. Furthermore, there is increased competition in the television
industry evidenced by the increasing number and variety of broadcast networks and basic cable and pay
television services now available. Despite this increasing variety of nefworks and services, access to primetime
and syndicated television slots has actually tightened as networks and owned and operated stations increasingly
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source programming from content producers aligned with or owned by their parent companies. There is active
compelition among all production companies in these industiries for the services of producers, directors,
writers, actors and others and for the acquisition of literary properties. With respect to the distribution of
television product, there is significant competition from independent distributors as well as major studios.
Piracy and unauthorized recording, transmission and distribution of content are increasing challenges.
Revenues for filmed entertainment product depend in part upon general economic conditions, but the
competitive position of a producer or distributor is still greatly affected by the quality of, and public response
to, the entertainment product it makes available to the marketplace.

Warmner Bros. also competes in its character merchandising and other licensing activities with other
licensors of character, brand and celebrity names.

NETWORKS

TWE’s Networks business consists principaily of the multichannel HBO and Cinemax pay television
programming services (collectively, the “Home Box Office Services™), operated by the Home Box Office
division. of TWE (“Home Box Office”). The WB Television Network (“The WB”), a broadcast television
network, is operated as a limited partnership in which WB Communications (currently a subsidiary of TWE)
holds a 77% interest in the network and is the network’s managing general partner. Upon the completion of the
TWE Restructuring, both Home Box Office and WB Communications will become wholly owned subsidiaries
of AOL Time Warner.

Home Box Office

HBO, operated by the Home Box Office division of TWE, is the nation’s most widely distributed pay
television service, which together with its sister service, Cinemax, had approximately 39 million subscriptions
as of December 31, 2002. Both HBO and Cinemax are made available in a multichannel format and through
the newly introduced subscription video on demand enhancement, which enables participating digital cable
subscribers to choose programs at a time of their choice with YCR-like functionality. Through various joint
ventures, HBO-branded services are distributed in Latin America, Asia and Eastern Europe.

The Home Box Office Services distribute their programming via cable and other distribution technolo-
gies, including satellite distribution and generally ‘enter into separate multi-year agreements, known as
affiliation agreements, with distributors that have agreed to carry them. Distributors that have agreed to carry
a cable network or service are known as affiliates. The Home Box Oifice Services are commerciai-free and
generate revenue principally from monthly subscriptions paid by affiliates for subscribers who are generally
free to cancel their subscriptions at any time. The Home Box Office Services and their affiliates engage in
ongoing marketing and promotional activities to refain existing subscribers and acquire new subscribers.
Although the Home Box Office Services believe prospects of continued carriage and marketing of their
respective Networks by the larger affiliates are good, the loss of one or more of them as distributors of any
individual network or service could have a material adverse effect on their respective businesses. The recent
combination of Comcast and AT&T Broadband, two of the largest multiple-systemn cable operators that
distribute the Home Box Office Services, reflects a growing consolidation among the Services” distributors. In
addition, one of the larger DBS services has been seeking a buyer. This trend towards consolidation could
impact the Home Box Office Services” prospects for securing carriage agreements on favorable terms.

A major portion of the programming on HBO and Cinemax consists of recently released, uncuot and
uncensored theatrical motion pictures. Home Box Office’s practice has been to negotiate licensing agreements
of varying duration for such programming with major motion picture studios, and independent producers and
distributors in order to ensure continning access to theatrical motion pictures. These agreements typically
grant pay ftelevision exhibition rights to recently released and certain older films owned by the particular
studio, producer or distributor in exchange for a negotiated fee, which may be a function of, among other
things, the films’ box office performances.
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HBO also defines itself by the exhibition of award-winning original movies and mini-series, dramatic and
comedy series, such as The Sopranos, Sex and the City, and Six Feet Under and boxing matches, sports
documentaries and sports news programs, as well as concerts, comedy specials, family programming and
documentaries. HBO received 24 Primetime Emmy Awards® in 2002 in a variety of categories, including Best
Miniseries, Best Made for Television Movie and Best Directing for both Drama and Comedy Series.

Home Box Office has also increased its involvement in the financing and production of theatrical motion
pictures, including the surprise hit My Big Far Greek Wedding and the critically praised Real Women Hmve
Curves.

A division of Home Box Office produces Everybody Loves Raymond, now in its seventh season on CBS
and its first syndication cycle. Home Box Office also develops and produces programming for other networks.
HBO Sports, a division of Home Box Office, operates HBO Pay-Per-View, an entity that dis{ributes pay-per-
view prize fights and other pay-per-view events. HBQ Video, also a division of Home Box Office, distributes
videocasseties and DVDs of a number of HBOs original movies, miniseries and dramatic and comedy series,
including Band of Brothers, The Sopranos and Sex and the Cily.

The WB Television Network

The WB. provides a national group of affiliated television stations with 13-hours of prime time plus 2
addilional hours of Sunday access programming during six days of the week (Sunday through Friday). The
WB's programming is primarily aimed at teens and young adults. The network’s line-up of programs includes
established series such as 7th Heaven, Everwood, Dawson’s Creek, Charmed, Reba, Smallville and Giliiore
Girlst Ad of December 31, 2002, Kids’ WB!, a programming service for young viewers, presented 14 hours of
animated programming per week, including Yu-Gikhi-Oh and Pokemon.

.. As of December 31, 2002, 84 primary and 8 secondary affiliates provide coverage for The WB in the top
100 television markets. Additional coverage reaching approximately 8.5 million homes in smaller markets is
provided by The WB 100+ Station Group, a venture between The WB and local broadcasters under which
WB programming is disseminated over the facilities of local cable operators.

. Advertising revenue on The WRB is comprised of consumer advertising, which is sold exclusively on a
national basis, with local affiliaies of The WB selling local advertising. Advertising contracts generally have
terms of one year or less. Advertising revenue is generated from a wide variety of categorics, including
financial and business services, food and beverages, automotive, entertainment and office supplies and
equipment. Advertising revenue is a function of the size and demographics of the audience delivered, the
“CPM,” which is the cost per thousand viewers delivered, and the number of units of time sold. Units sold and
CPM’s are influenced by the quantitative and qualitative characteristics of the audience of each network as
well as overall advertiser demand in the marketplace.

Tribune Broadcasting owns a 22.25% interest in The WB and the balance is held by WB Communica-
tions, a division of TWE. Following the completion of the TWE Restructuring, WB Communications will be a
wholly owned subsidiary of AOL Time Warner.

Qther Network Interests

TWE has held a 50% interest in Comedy Central, an advertiser-supposted basic cable television service
that provides comedy programming. Following the completion of the TWE Restructuring, such interest will be
held by a wholly owned subsidiary of AOL Time Warner. Comedy Central was available in approximately
81 million homes as of December 31, 2002,

TWE has held a 50% interest in Court TV, which was available in approximately 75 million homes as of
December 31, 2002. Following the completion of the TWE Restructuring, such interest will be heid by a
wholly owned subsidiary of AOL Time Warner. Court TV is an advertiser-supported basic cable television
service whose programming aims to provide an informative and entertaining view of the American system of
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justice. Focusing on “investigative television,” Court TV broadcasts trials by day and original programs such
as Forensic Files and popular off-network series such as NYPD Rlue in the evening.

Competition

Fach of TWE’s networks competes with other televiston programming services for marketing and
distribution by cable and other distribution systems. All of the networks compete for viewers atiention and
audience share with alt other forms of programming provided to viewers, including broadeast networks, local
over-the-air television stations, other pay and basic cable television services, home video, pay-per-view
services, online activities and other forms of news, information and entertainment. In addition, the networks
face competition for programming with those same commercial television networks, independent stations, and
pay and basic cable television services, some of which have exclusive contracts with motion picture studios and
independent motion picture distributors. The WB competes for advertising with numerous direct competitors
and other media. :

REGULATION AND LEGISLATION

TWE’s cable television system, cable and broadcast television network and original programming
businesses are subject, in part, to regulation by the Federal Communications Commission (“FCC”), and the
cable television system business is also subject to regulation by some state governments and substantially all
Jocal governments where TWE has cable systems. {n addition, in connection with regulatery clearance of the
AOL-Time Warner merger, AOL Time Warner and its subsidiaries, including TWE’s cable system and
Internct businesses are subject to compliance with the terms of the Consent Decree (the “Consent Decree”’}
issued by the Federal Trade Commission (“FTC”™), the Order to Hold Separate issned by the FTC,.the
Memorandum Opinion and Order (“Order”) issued by the FCC. TWE is also subject to an FTC consent
decree (the “Tumer Consent Decree”) as a result of the FTC’s approval of Time Warner’s acquisition of
Turner Broadcasting System, Inc. in 1996. The terms of the Order to Hold Separate entered by the FIC in
connection with the AOL-Time Warner Merger (which terms were described in TWE’s Annual Report on
Form 10-K for the year ended December 31, 2000) have been satisfied. '

- The following is a summary of the terms of these orders as well as current significant federal, state and
local laws and regulations affecting the growth and operation of these businesses. In addition, various
legislative and regulatory proposals ander consideration from time to time by Congress and various federal
agencies have in the past materially affected, and may in the future materially affect, TWE.

FTC Consent Decree

On December 14, 2000, the FTC issued a consent decree in connection with the AOL Time Warner
Merger. The consent decree provided that, with the exception of Road Runner, Time Warner Cable is not
permitted to faunch an affiliated ISP, like the AOL Broadband service, in its 20 largest divisions, until it
launched the EarthLink service, an unaffiliated ISP, on those systems. The consent decree also provided that
Time Warner Cable had to enter into agreements with two additional unaffiliated ISPs within 90 days after
launching an affiliated ISP. In addition, the consent decree required that, In its remaining divisions, Time
Warner Cable had to enter into agreements with three unaffiliated providers within 90 days after launching an
affiliated ISP. Exch of these agreements had to be approved by the FTC.

Time Warner Cable has now entered into, and received FTC approval for, agreements with the reguired
number of unaffiliated 1SPs in all covered divisions. If any of the required agreements expires or is terminated
during ihe term of the consent decree, Time Warner Cable will be required to replace it with another approved
agreement. Although offering multiple 1SPs was required by the terms of the consent decree, Time Wamer
Cable has entered into agreements with unaffiliated ISPs beyond the number required by the consent decree.

The consent decree also reguires that Time Warer Cable’s FIC-approved agreements contain a
provision that requires Time Warner Cable to give notice to the unafiiliated 15Ps whenever AOL Time
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Warner enters into an AOL For Broadband affiliation agreement with any one of six specified cable operators.
In that event, Time Wamer Cable is required to give each unaffiliated ISP the option to adopt all terms and
conditions of the relevant AOL For Broadband affiliation agreement. In addition, the consent decree requires
that AOL Time Warner continus to offer and promote DSL service in areus served by Time Warner Cable to
{he same extent and on terms similar to the terms-offered in areas not served by Time Warner Cable. TWE's
oblipations under the consent decree expire on April 17, 2006.

FCC Memorandum Opinion and Order

On January 11, 2001, the FCC issued an Order imposing certain requirements over a five-year period
regarding Time Warner Cable’s provision of multiple ISPs. Specifically, the Order requires Time Warner
Cable to provide ISP customers with a list of available ISPs upon request, to allow ISPs to determine the
content on their first screen, and to allow ISPs to have direct billing arrangements with the subscribers they
obtain. The Order prohibits Time Warner Cable from requiring customers to go through an affiliated ISP to
reach an unaffiliated ISP, from requiring ISPs to include particular content, and from discriminating on the
basis of affiliation with regard to technical system performance.

The FCC’s Order also imposes conditions regarding possible futuse enhancements to America Online’s
instant messaging service. The Order prohibits America Online from offering “advanced” instant messaging
services (which are defined as streaming video applications that are not upgrades to America Online’s current
instant messaging products) that utilize a names and presence database (“NPD”) over Time Warner Cable
broadband facifities uniess America Online satisfies one of three conditions: (i) America Online implements
an industry-wide standard for server-te-server interoperability; (ii) America Online contracts with at least one
unaffiliated provider of NPD based instant messaging services before offering “advanced” instant messaging
and, within 180 days thereafter, enters into two additional such contracts; or (iii) Amerca Online
demonstrates that these conditions no longer serve the public inferest due to materially changed circum-
stances. AOL Time Warner must also report to the FCC, every 180 days, its progress toward Instani
Messaging interoperability. Conditions relating to AOL'’s instant messaging expire January 22, 2006.

In addition, the FCC’s Order prohibits TWE from entering into any agreement with Comcast (formerly
AT&T) that gives any ISP affiliated with AOL Time Warner exclusive carriage rights on any former AT&T
cable system for broadband ISP services or that affects Comeasts ability to offer rates or other carriage terms
to 1SPs that are not affiliated with AOL Time Warner.

Turner FTC Consent Decree

TWE is also subject to the terms of a consent decree (the “Tumer Consent Decree’} entered in
connection with the FTC’s approval of the acquisition of Turner Broadcasting System, Inc. (“TBS”) by Time
Warner in 1996. Certain requirements imposed by the Tumer Consent Decree, such as carriage commitments
for Time Warner Cable for the rollout of at least one independent national news video programming service,
have been fully satisfied by TWY. Various other conditions remain in effect, including certain resirictions
which prohibit TWE from offering programming upon terms that (1) condition the availability of, or the
carriage terms for, the HBO service upon whether a multichanne! video programming distributor carries a
video programming service affiliated with TBS; and (2) condition the availability of, or the carriage terms for,
CNN, TBS Superstation and TNT upon whether a multichannel video programming distributor carries any
video programming service aftiliated with TWE. The Tumer Consent Decree also imposes certain restrictions
on the terms by which a Tumer video programming service may be offered to an unaffiliated programming
distributor that competes in areas served by Time Warner Cable. '

Other conditions of the Tumer Consent Decree prohibit Time Warner Cable from reguiring, as &
condition of carriage, that any naticnal video programming vendor provide a financial interest in its
programniing service or that such programming vendor provide exclusive rights against any other multichan-
nel programming distributor. In addition, Time Warner Cabie may not discriminate on the basis of affiliation
in the selection, terms or conditions of carriage for national video programming vendors.
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The Turner Consent Decree also requires that any AOL Time Warmer stock held by Liberty Media
Corporation (“Liberty Media™}, its former corporate parent, T cle-Communications, Inc. (“TCI”), which was
merged with AT&T in 1999, as well as by the late Bob Magness and John C. Malone as individuals, be non-
voting except that such securities are entitled to a vote of one-one hundredth {1/100) of a vote per share
owned when voting with the outstanding common stock on the election of directors and a vote equal to the
vote of the common stock with respect to corporate matiers that would adversely change the righis or terms of
these non-voting securities. Upon the sale of these non-voting securities to any independent third party, the
securities may be converted into voting stock of AOL Time Warer, The Turmer Consent Decree also
prohibits Liberty Media, TCI {now Comcast), the late Bob Magness and John C. Malone as individuals, from
holding ownership interests, collectively, of mare than 9.2% of the fully diluted equity of AOL Time Wamer.
In 2002, Liberty Media sought to climinate tliese restrictions from the Turner Consent Decree; the petition
was denied by the FTC without prejudice on July 17, 2002. The Tumer Consent Decree will expire in
February 2007. .

Cable System Regulation

Communications Act and FCC Regulation.

‘The Communications Act and the regulations and policies of the FCC affect significant aspects of Time
Warner Cable’s cable systemn operations, including subscriber rates; carriage of broadcast television stations, as
well as the way Time Warner Cable sells its program packages to subscribers; the use of cable systems by
franchising authoritics and other third parties; cable system ownership; and uvse of utility poles and conduits.

Subscriber Rates. The Communications Act and the FCC’s rules regulate rates for basic cable service
and equipment in communitics that are not subject to “effective competition,” as defined by federal law.
Where there is no effective competition, federal law authorizes franchising authorities to regulate the monthly
rates charged by the operator for the minimum jevel of video programming service, referred to as basic service,
which generally includes local broadcast channels and public access or governmental channels required by the
franchise. This kind of regulation also applies to the installation, sale and lease of equipment used by
subscribers to receive basic service, such as set-top boxes and remote control units. In many localities, Time
Warner Cable is no longer subject to this rate regulation, either because the local franchising authority has not
asked the FCC for permission o regulate or because the FCC has found that there is effective competition.

Carriage of Broadcast Television Stations and Other Programming Regulation. The Communications
Act and the FCC’s regulations contain broadcast signal cardage requirements that allow local commercial
television broadcast stations ta elect once every three years to require a cable system to carry their stations,
subject to some exceptions, or to negotiate with cable systems the terms by which the cable systems may carry
their stations, commonly called “retransmission consent.” The most recent election by broadeasters was due
on October 1, 2002 and became effective on Jamary 1, 2003.

The Communications Act and the FCC’s regulations require a cable operator to devote up to one-third of
its activated channel capacity for the mandatory carriage of local commercial television stations. The
Communications Act and the FCC’s regulations give local non-commercial television stations mandatory
carriage rights, but non-commercial stations do not have the option to negotiate retransmission consent for the
carriage of their signals by cable systems. Additionally, cable systems must obtain Tetransmission consent for
all “distant” commercial television stations except for commercial satellite-delivered independent “supersta-
tions,” commercial radio stations, and some low-power television stations.

FCC regulations require Time Warner Cable to carry the signals of both commercial and non-
commercial local digital-only broadcast stations and the digital signals of local broadeast stations that returmn
their analog spectruin to the government and convest to a digital broadeast format. The FCC’s rules give
digital-only broadcast stations discretion to elect whether the operator will carry the station’s signal in a digital
or converted analog format, and the rules also permit broadeasters with both analog and digital signals to tie
the carriage of their digital signals to the carriage of their analog signals as a retransmission consent condition,
The FCC is continuing to consider lerther medificalions to its digital broadcast signal carriage requirements.
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The Communications Act also permits franchising authorities to require cable operators to set aside
channels for public, educational and governmental access programming. Moreover, it requires a cable system
with 36 or more activated channels to designate a significant portion of its channel capacity for commezcial
Jeased access by third parties to provide programming that may compete with services offered by the cable
operator. The FCC regulates various aspecis of such third-party commercial use of channel capacity on our
cable systems, including the rates and some terms and conditions of the commercial nse.

High Speed Internet Access. From time to lime, industry groups, telephone companies, and ISPs have
sought focal, state and federal regulations that would require cable operators to sell capacity on their systems
to ISPs under a common carrier regulatory scheme. Cable operators have successfully challenged reguiations
requiring this “forced access,” although courts that have considered these cases have employed varying legal
rationales in rejecting these regulations. )

On March 15, 2002, the FCC released an order in which it determined that cable-modem service
constitutes an “information service” rather than a “cable service” or 2 “telecommunications service,” as those
terms are used in the Communications Act. According to the FCC, this conclusion may permit but does not
require it to impose “multiple ISP” requirements. The FCC has begun a mlemaking proceeding to consider
whether it may and should do so and whether local franchising authorities should be permitted to do so.
Several ISPs have appealed the FCC’s order in federal court. If the 1SPs prevail, cable operators may become
subject to a requirement that they carry any ISP desiring carriage.

In the wake of the FCC’s March 2002 order, Time Warner Cable, along with most other muitiple system
operators, stopped collecting and paying franchise fees on cable-modem revénues. However, the FCC has
initiated a rulemaking to explore the comsequences of its March 2002 order. In addition, several local
franchising authorities have appealed the order in federal court, arguing that the FCC should have held that
. cable-modem service is a “cable service.” Some local franchising authorities have also claimed that cable
operators’ failure to pay franchise fees on cable-modem services revenue constitutes a breach of their franchise
agreement. To date, only a few local franchising authorities lrave filed lawsuits. Time Wamer Cable is a
defendant in one such lawsuit.

Ownership Limitations. There are various rules prohibiting joint ownership of cable systems and other
kinds of communications facilities. Local telephone companies generally may not acguire more than a small
equity interest in an existing cable system in the telephone company’s service area. In addition, cable operators
may not have more than a small interest in “multichannel multipoint distribution services” facilities or
“satellite master anlenna television” systems in their service areas. Finally, the FCC has been exploring
whether it should prohibit cable operators from holding ownership interests in satellite operators.

The Communications Act also required the FCC to adopt “reasonable limits” on the number of
subscribers a cable operator may reach through systems in which it holds an ownership interest. In September
1993, the FCC adopted a rule that was later amended to prohibit any cable operator from serving meore than
30% of all cable, satellite and other multi-channel subscribers nationwide. The Communications Act also
required the FCC to adopt “reasonable limits” on the mumber of channels that cable operators may fill with
programming services in which they hold an ownership interest. In September 1993, the FCC imposed a limit
of 40% of a cable operator’s first 75 activated channels. In March 2001, a federal appeals courl struck down
both limits. The FCC is currently exploring whether it should re-impose any limits. Time Warner Cable
believes that it is unlikely that the FCC will adopt limits as stringent as those struck down.

Pole Attachment Regulation. The Communications Act requires that utilities provide cable systems and
telecommunicafions carriers with nondiscriminatory access to any pole, conduit or right-of-way controlled by
the utility. The Communications Act also requires the FCC to regulate the rates, terms and conditions
imposed by public utilities for cable systems’ use of utility pole and conduit space unless state authorities
demonstrate to the FCC that they adequately tegulate pole attachment rates, as is the case in some states in
which Time Warner Cable operates. In the absence of slate regulation, the FCC administers pole attachment
rates on a formula basis. The FCC’s original rate formula governs the maximum rate utilities may charge [or
attachments to their poles and conduit by cable operators providing only cable services. The FCC also adopted
a second rate formula that became effective in February 2001 and governs the maximum rate utilities may
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charge for attachments to their poles and conduit by companies providing telecommunications services,
including cable operators. Any increase in attachment rates resulting from the FCC’s new rate formula is
being phased in (in equal annual installments) over a five-year period that began in February 2001. The U.s.
Supreme Court has upheld the FCC’s jurisdiction to regulate the rates, terms and conditions of cable
operators’ pole attachments that are being used to provide both cable service and high speed data service,

Other Regulatory Requirements of the Communications Act and the FCC. The Communications Act also
includes provisions regulating customer service, subscribér privacy, marketing practices, equal -employment
opportunity, technical standards and equipment compatibility, antemna structure hotification, marking,
lighting, emergency alert system requirements and the coltection from cable operators of annual regulatory
fees, which are calculated based on the number of subscribers served and the types of FCC licenses held.

There are also some regulatory requirements applicable to set-top boxes. Currently, many cable
subscribers rent from their cable operator a set-top box that performs both signal-reception functions and
conditional-access seeurity fynctions. The lease rates cable operators charge for this equipment are subject to
rate regulation to the same extent as basic cable service. In 1996, Congress enacted a statute seeking to allow
subscribers to use set-top boxes obtained from third-party retailers. The most important of the FCC's
implementing regulations requires cable operators to offer separate equipment providing only the conditional-
access security function, so that subscribers can purchase boxes providing other functions from other SOUTCES
and to cease placing into service new set-top boxes that have integrated conditional-access security. These
regulations are scheduled to go into effect on January 1, 2005. Cable operators and consumer-electronics
companies recently entered into a standard-setting agreement relating to interoperability between cable
systems and reception equipment. Among other things, the agreement envisions consumer electronics devices
with a slot for a conditional-access security card provided by the cable operator. The FCC has invited
comment on whether it should issue regulations to implement that agreement. Meanwhite, industry groups are
in the process of negotiating additional agreements.

Compulsory Copyright Licenses for Carriage of Broadeast Stations, Music Performance Licenses. Time
Warner Cable’s cable systems provide subscribers with, among other things, local and distant television
broadcast stations. Time Warner Cable generally does not obtain a license to use this programuming directly
from program owners. Instead, it obtains this programming pursuant to a compulsory license provided by
federal law, which requires it to make payments to a copyright pool. The elimination or substantial
modification of the cable compulsory license could adversely affect Time Warner Cable’s ability to obtain
suitable programming and could substantially increase the cost of programming that remains available for
distribution to its subscribers. '

When Time Wamer Cable obtains programming from third parties, it generally obtains ficenses that
include any necessary authorizations to transmit the music included in it. When Time Warner Cable creates
its own programming and provides various other programming or related content, including local origination
programming and advertising that it inserts into cable-programming networks, it is required to obtain any
necessary music pefformance licenses directly from the rights holders. These rights are generally controtled by
three music performance rights organizations, each with rights to the music of various artists. Time Warner
Cable penerally has obtained the necessary licenses, either through executed licenses or through procedures
established by consent decrees entered into by some of the music performance rights organizations.

State and Local Regulation

Cable operators operate their systems under ron-exclusive franchises, Franchises are awarded, and cable
operators are regulated, by municipal or otker local franchising authorities. In some states, there is cable
regulation at the state level as well. Time Warner Cable believes it generally has good relations with state and
local cable regulators.

Franchise agreements typically require payment of franchise fees and contain regulatory provisions
addressing, among other things, upgrades, service quality, cable service to scheols and other public institutions,
insurance and indemnity bonds. The terms and conditions of cable franchises vary from jurisdiction to
jurisdiction. The Communications Act provides protections against many unreasonable terms. In particular,
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ttie' Communications Act imposes a ceiling on franchise fees of five percent of revenues derived from cable

service. Time Warner Cable generally passes the franchise fee on to its subscribers, listing it as a separate item
on the bill.

Franchise agreements usually have a term of ten to 15 years from the date of grant, although some
renewals may be for shorter terms. Franchises usually are terminable only if the cable operator fails to comply
with material provisions. Time Wamer Cable has not had a franchise terminated due to breach. After a
franchise agreement expires, a franchising authority may seek fo impose new and more onerons requirements,
including requirements to upgrade facilities, to increase channel capacity and to provide various new services.
Federal law, however, provides significant substantive and procedural protections for cable operators seeking
renewal of their franchises. In addition, although Time Warmner Cable occasionatly reaches the expiration date
of a franchise agreement without having a written renewal or extension, it generally has the right to continue to
operate, either by agreement with the franchising authority or by law, while continuing to negotiate a renewal.
In-the past, substantially all of the material franchises relating to its systems have been renewed by the
relevant local franchising authority, though sometimes only after significant time and effort. Despite its efforts
and the protections of federal law, some Time Warner Cable franchises may not be renewed, and it may be
required to make significant additional investments in its cable systems in response to requirements imposed in
ihe course of the franchise renewal process. :

Franchises usually require the consent of franchising authorities prior to the sale, assignment, transfer or
change of control of a cable system. Federal taw imposes various limitations on the conditions tocal authorities
may impose and requires localities to act on such requests within 120 days. '

" Reguiation of Telephony

As of March 1, 2003, it was unclear whether and to what extent regulators will subject Voice over
Internet Protocol (“VoIP”) service provided by cable operators to the same regulations that apply to regular
telephone service provided by regular telephone companies. In particular, it is unclear whether and to what
extent the “access charge” and “universal service” rules that apply to regylar telephone service will also apply
to VoIP service. Finally, it is possible that regulators will atlew utility pole owners to charge cable operators
offering VoIP service higher rates for pole rental than for traditional cable service and cable-modem service.

Metwork Regulation

-1Inder the Act and ils implementing regulations, vertically integrated cable programmers like the Tumer
Networks and the Home Box Office Services, are generally prohibited ffom offering different prices, terms, or
conditions to competing unaffiliated multichannel video programming distributors unless the differential is
justified by certain permissible factors set forth in the regulations. The rules also place certain restrictions on
the ability of vertically integrated programmers to enter inte exclusive distribution arrangements with cable
operators. Certain other federal laws also contain provisions relating to violent and sexually explicit
programming, including relating to the voluntary promulgation of ratings by the industiy and requiring

manufacturers to build television sets with the capability of blocking certain coded programming (the so-
called “V-chip”).

DESCRIPTION OF CERTAIN PROVISIONS OF THE
TWE PARTNERSHIP AGREEMENT

In August 2002, AOL Time Warner, AT&T and Comcast, which in November 2002 acquired AT&T’s
broadband business, including AT&T’s interest in TWE, entered into an agreement with respect to the TWE
Restructuring, which is expected to be completed on March 31, 2003. The TWE Parinership Apgreement will
be amended in connection with the TWE Resiructuring (as amended, the “New TWE Parinership
Agreement”). The following description summarizes certain provisions of the TWE Partnership Agreement
relating to the ongoing operations of TWE both before and after the completion of the TWE Restructuring.
Such description does not purport to be complete and is subject to, and is quafified in its entirety by reference
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to, the provisions of the TWE Partnership Agreement as in effect immediately prior to the completion of the
TWE Restructuring (hereinafter referred to as the “original TWE Partnership Agreement”) and the New
TWE Partnership, as applicable.

Management and Operations of TWE

Partners. Under the original TWE Partnership Agreement, the limited partnership interests in TWE
are held by the Class A Partners, consisting of two Comeast Trusts and two wholly owned subsidiaries of AOL
Time Warner, The general partnership interests in TWE are held by the Class B Partners, consisting of wholty
owned subsidiaries of AOL Time Warner {the “AOLTW General Partners™).

Following the TWE Restructuring, the partnership interests in TWE will be recapitalized with one of the
Comcast Trasts holding a partnership interest representing a 4.7% residual equity interest in TWE, with a
subsidiary of AOL Time Warner holding a partnership interest consisting of a $2.4 .billion preferred
component and a 1% residual equity interest in TWE and with TWC Inc. holding a pastnership interest
representing a 94.3% residual equity inferest in TWE. : :

Upen the completion of the TWE Restruchxring, TWC Inc. will be the peneral pariner of TWE and a
subsidiary of AOL Time Warmner and one of the Comeast Trusts will be the limited partners of TWE. The
designations “Class A Partner” and “Class B Partner” will no longer apply.

Board of Representatives. Under the original TWE Partnership Agreement, the business and affairs of
TWE are managed under the direction of a board of representatives (the “Board of Representatives” or the
“Board”). Both AOL Time Warner and the Comecast Trusts are entitled to appoint representatives to the
Board. The AOL Time Wamer representatives control all Board decisions except for certain linited,
sighificant matters affecting TWE as a whole, which matters also téquire the approval of the Comcast Trusts’
representativés. The managing general partners, both of which aré wholly owned subsidiaries of AOL Time
Warner, may take any action without the approval or consent of the Board if such action otherwise may be

authorized by the AOL Time Warner represenfatives without the approval of the Comcast Trusts’
representatives. :

Following the completion of the TWE Restructuring, TWC Inc., as the general pariner of TWE, will
have the exclusive authority to manage the business and affairs of TWE, subject to certain protections over
extraordinary actions afforded the Comcast Trust under the New TWE Partnership Agreement. These
protections consist of consent rights over the dissolution or liquidation of TWE and the transfer of comro‘l of
TWE to a third party, in each case, prior to the second anniversary of the closing of the TWE Restructuring,
and the right to approve of certain amendments to the New TWE Partnership Agreement,

Day-to-Day Operations. TWE is, and will continue to be following the closing of the TWE Restructur-
ing, managed on a day-to-day basis by the officers of TWE.

Certain Covenants

Covenant Not to Compete. Under the original TWE Partnership Agreement, AOL Time Warner_ and its
controlled affiliates are prohibited from competing or owning an interest in the principal lines of bumr}ess of
TWE — cable television systems, pay cable programming networks and filmed entertainment, subject to

certain exceptions (which include TBS and its businesses). The New TWE Partnership Agreement does not
contain such prohibitions.

Transactions with Affiliates. Under the original TWE Partnership Agreement, subject to agreed upon
exceptions for certain types of arrangements, TWE has agreed not to enter into transactions with any partner
or any of its affiliates other than on an arm’s-length basis. The New TWE Partnership Agreement will require
that transactions between TWC Inc., as the managing partner, and TWE be conducted on an arm’s-length
basis, with management, corporate or similar services being provided by TWC Inc. on a no mark-up basis with
fair allocations of administraiive costs and general overhead.
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Registration Rights and Other Exit Righis

Registration Rights under TWE Parinership Agreement. Both AOL Time Wamner and the Comcast
Trusts have registration rights under the original TWE Partnership Agreement. The parties have agreed not to
exercise any of their registration rights pending the closing of the TWE Restructuring. Following the closing of
the TWE Restructuring, the New TWE Partnership Agreement will not provide for registration rights in
respect of thejr interests in TWE.

Sale and Appraisal Rights of Comcast Trust. Under a parinership interest sale agreement (the
“Parinership Interest Sale Agreement”) to be entercd in connection with the closing of the TWE
Restructuring, at any time following the second anmiversary of the closing of the TWE Restructuring, the
Comcast Trust holding a limited partnership interest in TWE has the right to require TWC Inc. to purchase
all or a portion of its partnership interest in TWE at an appraised fair market value, subject to a right of first
refusal in favor of AOL Time Warner. The fair market value of the interest will be determined separately by
two investment banks, one appointed by the Comcast Trust and one appointed by TWC Inc. If the higher of
the two valuations presented by the investment banks is within 110% of the lower valuation, then the fair
market value of the offered partnership interest will be the average of the two valuations. If the higher
valuation is not within 110% of the lower valuation, a third investment bank selected by the other two
investment banks, or, if they are unable to agree on a third investment bank, an investment bank selected by
the American Arbitration Association will choose one of the two valuations to be the fair market value of the
offered partnership interest, and that determination will be final and binding. '

Foliowing the second anniversary of the closing of the TWE Restructuring, the Comeast Trust also has
the right, at any time, to sell all or a portion of its interest in TWE to a third parly in a bona fide transaction,
subject to a right of first refusal, first, in favor of AOL Time Warner and, second, in faver of TWC Inc. If
TWC Inc. and AQL Time Warner do not collectively elect to purchase all of the Comeast Trust’s offered
partnership interest, the Comeast Trust may proceed with the sale of the offered partnership interest to that
third party on terms no more favorable than those offered to TWC Inc. and AOL Time Warner, if that third
party agrees to be bound by the same terms and conditions applicable to the Comeast Trust as a limited
parter in TWE and under the Partnership Interest Sale Agreement.

The purchase price payable by TWC Inc. or AOL Time Warner as consideration for the Comeast Trust’s
partnership interest may be cash; common stock, if the common stock of the purchaser is then publicly traded,
or a combination of both. Any AOL Time Warner or TWC Inc. common stock issued to purchase the
Comeast Trust’s partnership interests will be vatued based on the average of the volume-weighted trading
price of the common stock for a period of time prior to issuance and will be entitled to registration rights.

-Redemption of Preferred Component. The preferred component.of AOL Time Warner’s partnership
interest must be redeemed by TWE following the 20th anniversary of the closing of the TWE Restructuring.

Certain Put Rights of the Class A Partuers

The put rights held by the TWE Class A Partners under the original TWE Parinership Agreement that

are triggered upon a change of control of AOL Time Warner will terminate upon the closing of the TWE
Restructuring.

Rgstrictions on Transfer

“The original TWE Partnership Agreement prevents the general partners and limited partners of TWE
from transferring their partnership interests, subject to a variety of exceptions.

Following the TWE Restructuring, the New TWE Partnership Agreement will provide that TWC Inc.
and AOL Time Warner may generally transfer their partnership interests in TWE at any time, except that
TWC Inc. may not transfer control of TWE before the third anniversary of the TWE Restructuring.

The New TWE Partnership Agreement will provide that the Comeast Trust may not transfer its
partnership interest in TWE at any time prior to the second anniversary of the closing of the TWE
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Restructuring and, after that, the Comcast Trust may only transfer its partnership interest pursuant-to the
Partnership Interest Sale Agreement.

Pollowing the TWE Restructuring, no transfer of partnership inferests may be made by any parth.er
through securities markets, and no transfer may be made by any partner if the transfer causes TWE to have

more than 100 partners or would resulf in, or have a material risk of, TWE being treated as a corporatlon for
federal income tax purposes.

DESCRIPTION OF CERTAIN PROVISIONS OF THE
TWE-A/N PARTNERSHIP AGREE'VILNT

The following dcscnptlon summatizes certain provisions of the TWE-A/N Partnership Agrcement
relating to the ongoing operations of TWE-A/N. Such description does ot purport to be cotnplete and is

subject to, and is qualified in its entircty by reference to, the provisions of the TWE-A/N Partnership
Agreement. '

Partners of TWE-A/N

As of March 1, 2003, the gcncraf partnership interests in TWE-A/N are held by TWE, P;_;ragpn
Communications, an indirect wholly owned subsidiary of AOL Time Wamer (“Paragon” and, together with
TWE, the “AOLTW Partners”), and Advance/Newhouse Partnership, a wholly owned subsidiary of Advance
Publications Inc. and: Newhouse Broadcasting Corporation (“A/N*). The AOLTW Partners also- hold
preferred partnership interests. As part of the TWE Restructuring, expected to be completed on March 31,
2003, -the interests. held by Para'gon will be transferred to TWC Inc.

Recent Restructnrmg of TWE-A/N

The TWE-A/N cable telovision joint venture was formed by TWE and Advance/Newhouse in
December, 1995, A restructuring of the partnership was completed during 2002. As a result of this
restmctunng, cable systems and their related assets and liabilities servmg 2.1 million subscribers as of
December 31, 2002, located primarily in Florida (the “A/N Systems”), were transferred to a subsxdlary of
TWE-A/N (the “A/N Subsidiary”}. As part of the restructuring, effective August I, 2002, A/N’s interest in
TWE-A/N was converted info an interest that tracks the economic performance of the A/N Systems, while
AOL Time Warner and TWE retain the economic interests and associated liabilities in ‘the Temaining
TWE-A/N cable systems. Also, in connection with the restructuring, AOL Time Warner effectively aciqmrcd
A/N’s interest in Road Runner. All of the systems owned by TWE-A/N and the A/N Subsidiary contmue_to
support multiple 1SPs, including AQL for Broadband, Road Runner and EarthLink. TWE-A/ N’s ﬁnanfzxal
resulis, other than the results of the A/N Systems, are consolidated with TWE’s. (For additional information,
sec Management’s Discussion and Analysis of Results of Operations and Financial Condition, “Recent
Developments — Restructuring of TWE-A/N and Road Runner Partnerships” at pages F-4 throngh F-5).

Management and Qperations of TWE-A/N

Management Powers and Services Agreement. Subject to the requirement to act by unanimous consent
with respect to some actions as described below, TWE is the managing partner, with exclusive management
rights of TWE-A/N, other than with respect to the A/N Systems. As managing partner, TWE manages
TWE-A/N, other fh'm the A/N Systems, on a day-to-day basis. Also, subject to the requirement to act by
unanimous consent with respect to some actions as described below, A/N has authority for the supervxsaon of
the day-to-day operations of the A/N Subsidiary and the A/N systems. TWE entered 1nrto a services
agreement with A/N and the A/N Subsidiary under which TWE agreed to exercise various management
functions, including oversight of programming and certain enginecying-related services, TWE and A/N also
agreed to periodically discuss cooperation with respect to new product development.
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Actions Requiring Unanimous Consent.  Some actions cannot be taken by TWE-A/N, TWE or A/N
without the unanimous consent of the AOLTW Partners and A/N or the wnanimous consent of an executive
committee consisting of members designated by the AOGLTW Partners and A/N. These actions include,
among other things:

+ any merger, consolidation or disposition of all or substantially all of the assets of TWE-A/N (excluding
the A/N Subsidiary) or the A/N Subsidiary; .

« any liquidation or dissolution of TWE-A/N or the A/N Subsidiary;
» specified incurrences of debt by TWE-A/N or by the A/N Subsidiary; and

. admission of a new pariner or other issuances of equily interests in T WE-A/N or the A/N Subsidiary.

Restriciions on Transfer

AOLTW Partners. Any AOLTW Partner is generally permitied to direetly or indirectly dispose of its
entire partnership interest at any time so long as the transferce is a wholly owned affitiate of TWE (in the case
of transfers by TWE) or TWE, AOL Time Warner or a wholly owned affiliate of T WE or AOL Time Warner
(in the case of transfers by Paragon). In addition, the partnership interests of TWE-A/N held by Paragon
may be iransferred directly or indirectly to any permitted transferee of partnership interests of TWE-A/N
held by TWE so long as AOL Time Warner controls such transferse and continues to own, directly or
indirectly, at least (a) 43.75% of the residual equity capital of TWE, if such disposition occurs prior to the
date on which TWE’s Class ‘A Partners have received cash distributions of $500 million per §1 billien of
investment, or {b) 35% of the residual equity capital of TWE if such disposition vccurs after such date {the
“AOLTW Minimum Interest”). The AOLTW Partners are also aflowed to transfer their partnership interests
in TWE-A/N pursuant to certain types of restructurings or liquidations of TWE. AOL Time Warner and its
subsidiaries, including TWE, are generally allowed to issue equity interests so long as AQL Time Warner
continues to own, directly or indirectly, at least the AOLTW Minimum Inferest.

A/N Partner. A/N is generally permitted to directly or indirectly -dispose of its entire partnership
interest at any time so long as the transfer is to certain members of the Newhouse family or certain affiliates of
A/N. A/N is also allowed to transfer its partnership interest pursuant to certain restructurings of A/N.

Restracturing Rights of the Partners ,

TWE and A/N each have the right to cause TWE-A/N to be restructured at any time. Upen a
restructuring, TWE-A/N would be required to distribute the A/N Subsidiary with all of the AN Systemns to
A/N in complete redemption of A/N’s interests in TWE-A/N, and A/N would be required to assume atl
liabilities of the A/N Subsidiary and the A/N Systems. Following such a restructuring, TWE’s obligations to
provide management services would terminate. As of the dute of this ansmual report, neither TWE nor A/N has
delivered notice of the intent to cause a restructuring of TWE-A/N.

Rights of First Offer

. TWE’s Regular Right of First Offer. Subject tq exceptions, A/N and ifs affiliates are obligated to grant
TWE a right of first offer with respect to any sale of assets of the A/N systems.

TWE’s Special Right of First Offer. Within a specificd time pertod following the first, sevenih,

thirteenth and nineteenth anniversaries of the deaths of two specified members of the Newhouse family (those .

deaths have not yet occurred), A/N has the right to deliver notice lo TWE stating that it wishes to transfer
some or all of the assets of the A/N systems, thereby granting TWE the right of first offer to purchase the
specified assets. Following delivery of this nofice, an appraiser will determine the value of the assets proposed
to be transferred. Once the value of the assets has been deiermined, A/N has the right to terminate iis ofter to
sell the specified assets. If A/N does not terminate its offer, TWE will have the right to purchase the specified
assets at a price equal to the value of the specified assets determined by the appraiser. If TWE does not
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exercise its right to purchase the specified assets, A/N has the sight to sell the specified assets to an unrelated
third party within 180 days on substantially the same terms as were available to TWE.

DESCRIPTION OF CERTAIN PROVISIONS OF AGREEMENTS
RELATED TO TWC INC,

The following description summarizes certain provisions of agreements related to, and constituent
documents of, TWC that will affect and govern the ongoing operations of TWC following the TWE
Restructuring. Such description does not purport to be complete and is subject to, and is qualified in its
entirety by reference to, the provisions of such agreements and constituent documents.

Management and Operation of TWC

Stockholders of TWC. In the TWE Restructuring, AOL Time Warner and its subsidiaries will receive
shares of Class A common stock of TWC, which generally has one vote per share, and shares of Class B
common stock of TWC, which generally has ten votes per share, which together will represent §9.3% of the
voting power of TWC and 82.1% of the equity of TWC. A Comcast Trust will receive shares of Class A
cominon stock of TWC representing the remaining 10.7% of the voting power and 17.9% of the equity of
TWC. The Class B common stock will not be convertible into Class A common stock. The Class A common
stock and the Class B common stock will vote together as a single class on all matters, except with respect to
the election of directors and certain matters deseribed below.

 Board of Directors of TWC. Following the TWE Restructuring, the Class A common stock will yote, as
a separate class, with respect to the election of the Class A directors of TWC {the “Class A Directors”), and
the Class B common stock will vote, as a separate class, with respect to the election of the Class B directors of
TWC (the “Class B Directors™). Pursuant to the restated certificate of incorporation of TWC {the “Restated
Certificate of Incorporation”) to be filed at the closing of the TWE Restructuring, the Class A Directors must
represent not less than one-sixth and not more than one-fifth of the directors of TWC, and the Class B
Directors must represent not less than four-filths of the directors of TWC. Because of its share holdings, AOL
Time Warner will be able to cause the election of all Class A Directors and Class B Directors, subject to
certain restrictions on the identity of these directors discussed below. i

Following the TWE Restructuring but prior to any initial public offering of TWC, the Restated
Certificate of Incorporation will require that there be at least two independent directors on the board of
directors of TWC. In addition, a parent agreement (the “Parent Agreement”} among AOL Time Warner,
TWC and Comcast will provide that, pror to the initial public offering of TWC, at least 50% of the
independent directors be, at the time of their nomination, reasonably satisfactory to the Comcast Trust. To the
extent possible, all such independent directors will be Class A Directors. For three years following the initial
public offering of TWC, the Restated Certificate of Incorporation will require that at least 50% of the board of
directors of TWC consist of independent directors.

Protections of Minority Class A Common Stockholders. Following the TWE Restructuring, the
approval of the holders of a majority of the voting power of the then outstanding shares of Class A common
stock hetd by persons other than AOL Time Warner will be necessary in connection with: '

» any merger, consolidation or business combination of TWC in which the holders of Class A common
stock do not receive per share consideration identical to that received by the holders of Class B
common stock (other than with respect to voting power) or which would adversely aflect the Class A
common stock relative to the Class B common stock; '

» any change to the Restated Certificate of Incorporation that would have a material adverse effect on
the rights of the holders of the Class A common stock in a manner different from the ¢ifect on the
holders of the Class B common stock;

» any change to the provisions of the Restated Certificate of Incorporation that would affect the right of
the Class A common stock to vole as a class in connection with any merger as discussed above;
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"+ any change to the Restated Certificate of Incorporation that would alter the number of independent
directors required on the TWC board of directors; and

+ through and until the fifth anniversary of the completion of any initial public offering of TWC, any
change to provisions of TWC’s by-laws conceming restrictions on transactions between TWC and
AOL Time Warper and its affiliates. '

Matters Affecting the Relationship between AOL Time Warner and TWC

Indebtedness Approval Right. For so long as the indebtedness of TW C is attributable to AQL Time
Warner, in AOL Time Warner's reasonable judgment, TWC, its subsidiaries and entities that it manages will
not, without the comsent of AOL Time Warner, create, incur or guarantee any indebtedness, including
preferred equity, or rental obligations if its ratio of indebtedness plus six times its annual rental expense to
EBITDA plus rental expense, or “EBITDAR,” then exceeds or would excecd 3:1.

Other ACL Time Warner Rights. Under the Parent Agreement, as long as AOL Time Warner has the
right to elect more than a majority of the directors of TWC, TWC must obtain AOL Time Warner's consent
before it enters into any agreement that binds or purports to bind AOL Time Warner or its affiliates or that
would subject TWC to significant penalties or restrictions as a result of any action or omission of AOL Time
‘Warner; or adopts a stockholder rights plan, becomes subject to Section 203 of the Delaware General
Corporation Law, adopts a “fair price” provision or takes any similar action. -

AOL Time Warner Standstill. Under the Parent Agreement, AOL Time Wamer has agreed that for
three years following the completion of any initial public offering of TWC, AOL Time Warner will not make
or announce a tender offer or exchange offer for the Class A common stock of TWC withont the approval of a
majority of the independent directors of TWC; and for ten years following any initial public offering of TWC,
AOL Time Warner will not enter into any business. combination with TWC, inchuding a short-form merger,
without the approval of a majority of the independent directors of TWC.

Transactions between AOL Time Warner and TWC. The by-laws of TWC will provide that AOL Time
Warner may only enter into transactions with TWC and its subsidiaries, including TWE, that are on terms
that, at the time of entering into such transaction, are substantially as favorable to TWC or its subsidiaries as
they would be able to receive in a comparable arm’s-length transaction with a third party. Any such
transaction involving reasonably anticipated payments or other consideration of $50 million or greater will also
require the prior approval of a majority of the independent directors of TWC.

TWC Registration Rights Agreements

TWC Registration Rights Agreement with Comcast Trust. At the closing of the TWE Restructuring, a
Comecast Trust will enter into a registration rights agreement with TWC relating to its shares of Class A
common stock, as well as any common stock of TWC that it or another Comcast Trust may receive in
connection with any sale of a partnership interest in TWE under the Partnership Interest Sale Agreement (see
“Description of Certain Provisions of the TWE Partnership Agreement — Registration Rights and Other Exit
Rights,” above).

Subject to several exceptions, including TWC’s right to defer a demand registration under some
circumstances, the Comcast Trust may require that TWC register for public resale under the Securities Act of
1933 all shares of Class A common stock it requests be registered. The Comcast Trust may demand five
registrations so long as the securities being registered in each registration statement are reasonably expected to
produce aggregate proceeds of $250 million or more. TWC will not be obligated to effect more than one
demand registration on behalf of the Comcast Trust in any 270-day period, nor will TWC be obligated to
effect a demand registration on behalf of the Comcast Trust if it has received proceeds in excess of
$250 miltion (or 10% of TW(’s market capitalization) from private placements of and hedging transactions
relating to TWC’s common stock in the preceding 270-day period. Any registered hedging transaction or other
monetization with respect to TWC common stock will be deemed to constitute a demand registration. In
addition, the Comcast Trust will have “piggyback” registration rights subject to customary restrictions on any
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rggistfaﬁo“ for TW_C’S account or the account of another stockholder, and TWC and AQL Time Warmer will
be Pgrmitted to piggyback on the Comcast Tr?:lSt’S derrfand registrations. Under the registration rights
agreement, the Comeast Trust may not engage in any private placement or hedging transaction wntil the
eailier of the first anniversary of the closing of the TWE Restructuring and the date upon which TWC shall
d at least $2.1 billion warth of common stock.

have 50l

If any registration requested by the Comcast Trust or AOL Time Warner is in the form of a firm
undervritier offering, and if the managing underwriter of the offering determines that the number of securities
to be offered would jeopardize the success of the offering, the number of shares included in the offering shall
be determined as follows:

. first, securities to be offered for TWC’s account must be included until TWC has sold $2.1 billion
worth of securities, whether through public offerings, private placements or hedging transactions;

. second, securities to be offered for the account of the Comceast Trust must be included until it has sold
$3.0 billion worth of securities; and

. third, TWC and the Comecast Trust will have equal priority, and AOL Time Warner will have last
priority until the earlier of (x) the fifth anniversary of the closing of the TWE Restructuring and
(y) the date the Comecast Trust holds less than $250 million of TWC comimon stock. After that date,
TWC, the Comeast Trust and AOL Time Warner will have equal priority.

Registration Rights Agreenient between TWC and AOL Time Warner. At the closing of the TWE
Restructuring, AOL Time Warner and TWC will enter into a registration rights apreement relating io AOL
Time Warner's s}}ares of TWC common stock. Subject fo several exceptions, including TWC’s right to defer a
Jemand registration ux}der somg circumstances, AOL Time Warner may, under that agreement, require that
TWC register for pubhcﬁ resale under the.: Securities Act of 1933 all shares of common stock that AOL Time
Warner fequcsls‘be reg;stered:_ AQL Time Wamer may demand an unlimited number of registrations. In
gddition, ACL Time Ws‘tmcr will .bc granted “piggyback” registration rights subject to customary restrictions,
and TWC will be permlttf:d 1o 'plggyback on AQL Time Warner’s registrations. Any registration staternent
filed under the agreement is subject to the cut-back pricrity discussed above. AOL Time Warner will not, until

the fifth anniversary of the closing of the TWE Restructuring, dispose of its shares of TWC common stock
olher than in registered offerings,

In connection with the registrations described above under both registration rights agreements, TWC will
indernify the selling stockholders and bear all fees, costs and expenses, except underwriting discounts and

selling commissions.

CURRENCY RATES AND REGULATIONS

TWE’s foreign operations are subject to the risk of fluctuation in currency exchange rates and to
exchange controls. TWE f:annot pr‘edic-t the extent to which such controls and fluctuations in currency
exchange rates may affect its operatlians. in the future or its ability to remit doltars from abroad. See Note 1,
«Qrganization an(‘i Sulrnmafy of Significant Accounting Policies — Foreign Currency Translation” and
Note 12, “Derivative Financial Instruments — Foreign Currency Risk Management” to TWE’s consolidated
financial statements set forth at pages F-41 and F-65 through F-66, respectively, herein. For a discussion of

revenues of international operations, see Note 13, “Segment Information” to TWE’s consolidated financial

statements set forth on page F-70 herein.

EMPLOYEES

At December 31, 2002, TWE employed a total of approximately 31,200 persons.
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BUSINESSES OF THE AOL TIME WARNER GENERAL PARTNERS

“Prior to the completion of the TWE Restructuring, WCI and ATC are the General Partners of TWE,
WCI. conducts substantially all of AOL Time Wamner's vertically integrated worldwide recorded music
business and worldwide music publishing business under the umbrella name Warner Music Group. ATC does
not conduct operations independent of its ownership in TWE and ceriain other investments.

MUSIC

T#i'the United States and around the world, WCI, through its wholly owned Warner Music Group division
{*WMG™), is in the business of discovering and signing musical ariists and manufacturing, packaging,
distributing and marketing their recorded music, and aise in the DVD manufacturing and printing businesses.

Recorded Music

I the United States, WMG’s recorded music business is principally conducted through WMG’s Warner
Bros, Records Inc., Atlantic Recording Corporation, Elektra Entertainment Group Inc. and Word Entertain-
ment and their affiliated labels, as well as through the WEA Inc. companies. WMG's recorded music
activities are also conducted through its Warner Music International division in over 70 countries outside the
United States through various subsidiaries, affiliates and non-affiliated licensees.

 The WEA Inc. companies include WEA Manufacturing Inc., which manufactures compact discs (CDs},
CD-ROMs and DVDs principally for WMG’s record labels and Warner Home Video, but also for other
outside companies; Ivy Hill Corporation, which preduces printed material and packaging for WMG’s recorded
music products as well as for a wide vatiety of other consumer products; and Warner-Elektra-Atlantic
Corporation (“WEA Corp.”), which markets and distributes WMGG’s -and third-party recorded music
products to retailers and wholesale distributors. WMG also owns a majority interest in Alternative Distribu-
tion Alliance (ADA’), an independent distribution company specializing in alternative rock, metal, hip hop
and dance music with a focus on new or developing artists.

Domestic

WMG’s major record labels in the United States—Warner Bros,, Atlantic, Elektra and Word—each with
a distinct identity, discover, sign and develop recording artists. The labels scout and sign talent in many
different musical genres, including pop, rock, jazz, country, R&3B, hip hop, rap, reggae, Latin, alternative, folk,
blues, gospel and Christian music. The January 2002 acquisition of Word Entertainment, 2 major Christian
miusic company, has significantly expanded the division’s presence in that genre. In July 2002, Word
Entertainment became 20% owned by an affiliate of Curb Records, a prominent Nashville-based independent
record label, as part of a transaction in which Curb entered into a long-term multi-territory disiribution
arrangement with various WMG affiliates. Among the artists that resulfed in significant United States sales
for WMG during 2002 were: Josh Groban, Enya, Kid Rock, Faith Hill, Red Hot Chili Peppers, Linkin Park,
Missy Elliott, P.0.D., Michelle Branch and Nappy Roots. :

WMG is a vertically integrated music company. After an artist has entered into a contract with a WMG
label, a master recording of the artist’s music is produced and provided to WMG’s manufacturing operation,
WEA Manufacturing, which replicates the music primarily on CDs. WEA Manufacturing also manufactnres
a significant number of DVDs worldwide. fvy Hill prints material that is included with CDs, DVDs and audio
casseties and creates packaging for them. WEA Corp. and ADA, WMG’s United States distribution arms,
market and sell product and deliver it, either directly or through sub-distributors and wholesalers, to thousands
of record stores, mass merchants and other retailers throughout the country. Product is also increasingly being
sold directly to consumers through Intemnet retailers such as Amazon.com. Sales by WMG labels, as well as
by the music industry generally, have been adversely affected by piracy and paraliel imports and also by
Internet sites and technologies that allow consumers to download quality sound reproductions from the
Internct without authorization from the rights owner.
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WMG’s Wamer Strategic Marketing division (which includes Warner Special Products Warner
Television Marketing, Warncr Music Group Soundtracks and Rhino Entertainment Company) specializes in
marketing WMG’s catalog through compilations and reissues of previously released music and video titles;
licensing tracks to third parties for varions uses and through coordinating film and television soundtrack

opportunities between WMG record Iabc!s and the film and television studios of both Warner Bros. and third
parties,

WMG also has entered into joint venture arrangements pursuant to which WMG companies manufac-
ture, distribute and market {(in most cases, domestically and internationally) recordings owned by joint
ventures, such as Maverick Records and Lava Records. Since 1991, WMG and Sony Music Entertainment
Inc. have operated The Columbia House Company, a direct marketer of CDs, DVDs and audio and
videocassettes in North America, through a 50/50 joint venture. In June 2002, WMG and Sony Music each
sold 85% of their ownership interests in Columbia House to an affiliate of The Blackstone Group as part of a
leveraged buyout, thereby reducing WMG’s interest to 7.5%..

WMG has continued 1o actively pursue new media opportunities and to license new business models in
the digital arena. In 2001, Bertelsmann and EMI joined WMG and RealNetworks as shareholders in
MusicNet, an online subscn’ption music distribution platform that functions as a wholesaler and is imple-
mented by online services that interface with individual consumers. As of November 2002, MusicNet had
obtained licenses from all five rna]or music companies, enabling it to offer a broad musical repertoire. In
addition to the subscription service licenses granted by WMG in 200! to Echo Networks, MusicNet, OD2 and
Listerr.com, in 2002 WMG entered into subscription service licenses with FullAudio, Streamwaves.com and
pressplay.

In late 2002, WMG and AT&T Wireless announced that AT&T Wireless would be selling ring tones
featuring the music of WMG .artists to certain AT&T Wireless subscribers that use cellular handsets
supporting such functionality. As part of such arrangement, WMG is hosting a wireless website that allows
such subscribers to access certain WMG artists’ promotional content. WMG entered inte a similar
arrangement with Sprint PCS in early 2003 and expects to enter into additional arrangements with a goal of
developing new wireless promotional and commercial opportunities for WMG and its artists. WMG has also
been a driving force in \,stablishing the DVD Audio format, launched in fall 2000, which improves on the CD

by providing higher fidelity and six-channel surround sound. As of the end of 2002, WMG has relcased more
than 80 titles in this format. : :

WMG’s Giant Merchandising is a leading supplier of screen printed and embetlished apparel focusing on
music entertainment . merchandising, retail licenses and private label marketing and distribution. Armong
Giant’s major customers in 2002 were Paul McCartney, Cher, Aerosmith, Harley Davidson, Hard Rock Cale,
Nike and Reebok.

International

The Warner Music International (“WMI”) division of WMG operates through various subsidiaries and
affiliates and their non-affiliated licensees in over 70 countries around the world. WMI engages in the same
activities as WMG’s domestic labels, discovering and signing artists and manufacturing, packaging, distribui-
ing and marketing their recorded music. The artists signed to WMI and its affiliates number more than a
thousand. Significant album sales for WMI in 2002 were generated by the following artists and soundtracks:
Alanis Morissette, Linkin Park, David Gray, Phil Collins, Laura Pausini, Mana, Rip Slyme, Red Hot Chili
Peppers and Lord of the Rings.

In most cases, WMI also markets and distributes the records of those artists for whom WMG’s domestic
record labels have international rights, In certain countries, WMI licenses to unaffiliated third-party record
labels the right to distribute its records. WMI operates a plant in Germany that manufactures CDs and DVDs
for its affiliated companies, as well as for outside companies and, as part of a joint venture, operates a plant in
Aaustralia that manufactures CHs.
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Music Publishing

WMG’s music publishing division, Wamer/Chappell, owns or conatrols the rights to more than one
million musical compositions, including numerous pop music hits, American standards, folk songs and motion
picture and theatrical compositions. lis catalog includes works from a diverse range of artists and composers
including Madonna, Staind, Nickelback, India.Arie, Barry Gibb, Dido, Moby, George and Ira Gershwin and
Cole Porter. Warner/Chappell also administers the music of several television and motion picture companies,
including Lucasfilm, Ltd. and Hallmark Entertainment.

Warner/Chappell also owns Warner Bros. Publications, cne of the world’s largest publishers of printed
music. Warner Bros. Publications markets publications throughout the world containing works of such artists
as Shania Twain, The Grateful Dead and Led Zeppelin and containing works from the Zomba and Universal
music publishing catalogs. '

The principal sources of revenues to Warner/Chappell are royalties for the use of its compositions on
CDs, DVDs, ring tones, music videos, the Internet and in television commercials; license fees paid for the use
of its musical compositions on radio, television, in motion pictures and in other public performances; and sajes
of published sheet music and song books.

Competition

The revenues of a company in the recording industry depend upon public acceptance of a company’s
recording artists and their music. Although WMG is one of the largest recorded music comparies in the
world, ils competitive position is dependent on its continuing ability to atiract and develop talent that can
achieve a high degree of public acceptance. The competition among record companies for such talent is
intense, as is the competition among companies to sell the recordings created by these artists. The recorded
music business continues to be adversely affected by the bankruptcies of record wholesalers and retailers,
counterfeiting of CDs, piracy and parallel imports and also by Internet sites and technologies that allow
consumers to download quality sound reproductions from the Internet without authorization from the rights
owner. In response, the recorded music industry has engaged in efforts to develop secure technologies for
digital music delivery, to battle piracy through litigation and legislation and to establish legitimate new media
business models, :

Competition in the music publishing business is also intense. Although WMG's music publishing
business is one of the largest on a worldwide basis, it competes with every other music publishing company in
acquiring musical compositions and in having them recorded and performed. In addition, the vast majority of
WMG’s music publishing revenues are subject to rate regulation either by government entities or by collecting
societies throughout the world,. WMG also competes for consumer attention with other non-musical media
such as home video and video games. :

OTHER

Time Warner Telecom

Time Warner Telecom Inc. (“Time Warner Telecom™) is a fiber facilities-based integrated communica-
tions provider that sells last-mile bandwidth and telecommunications services on its own fiber optic network to
medium and large businesses in selected metropolitan areas across the United States. Time Warner Telecom
was formed in 1998 through a restructuring of the business telephony operations of Time Warmner Cable. The

AOLTW General Partners’ aggregate equity interest in Time Warner Telecom as of December 31, 2002 was
34%. '

BC Comics and ad Magazine

DC Comics, which has been owned 50-50 by TWE and WCI, publishes more than 50 regularly issued
comics magazines featuring such popular characters as Superman, Batman, Wonder Woman and The
Sandman. DC Comics also derives revenues from motion pictures, television, product licensing and books.
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Following completion of the TWE Restructuring, DC Comics will be 100% owned by WCT and a subsidiary of
WClL

WCI owns 100% of ‘E.C. Publications, Inc., the publisher of MAD, a humor an_d satirical magazine which
is regularly publisked 12 fimes a year and also in periedic special editions.

Furner Broadeasting System, Inc.

In October 1996, Time Warner consummated the acquisition of TBS by acquiring the remaining
approximately 80% interest in TBS not alréady owned by Time Warner. The AOLTW General Partners
collectively own a 10.6% econornic interest in TBS. Through its subsidiaries, TBS otns and operates domestic
and international emtertainment networks, including TBS Superstation, Turner Network Television (TNT),
Cartoon Network and Turner Classic Movies; and news networks, including CNN, Headline News, CNN

International (CNNI) and CINN en Espailel. TBS also has interests in sports franchises and motion picture
operations. : .

Warner Japan

WCI currently owns, directly and indirectly, an aggregate 99.95% interest in Warner Japan, which
conducts a number of businesses in Japan, including home video distribution, theatrical film and television
distribution and merchandising businesses, as well as recorded music prodection, promotion and distribution.
Pursuani to distrthution and merchandising agreements entered into between TWE and Warner Japan,

Warner Japan receives distribution fees generally comparable to those currently received by TWE for
performing distribution services for unaffiliated third parties.

Item 2. Properties

Networks -— HBO, Filmed Enterfainment and Cable

Tﬁe following table sets forth certain information as of December 31, 20072 with respect to principal
properties (over 250,000 square feet in area) owned or leased by TWE’s Networks — HBO, Filmed

Entertainment and Cable businesses, all of which TWE considers adequate for its present needs, and all of
which were substantially used by TWE.

Approximate
Square Feet Type of Ownership
Location Principal Use Floor Space/Acres Expiration Date of Lease
New York, NY Business offices (HBO) 350,000 sq. ft. and  Eeased by TWE.
1100 and 1114 215,600 sq. ft. Lease expires in 2018.
Ave. of the
Americas
Burbank, CA Sound stages, administrative, 3,303,000 sq. ft. of  Owned by TWE.
The Warner Bros.  technical and dressing room improved space on
Studio structures, screening theaters, 158 acres{a)
machinery and equipment
facilities, back lot and parking Jot
and other Burbank properties
{Filmed Entertainment}
Valencia, CA Location filming 232 acres Owned by TWE,

Undeveloped land {Filmed Entertainment}

(a) Ten acres consist of varicus parcels adjoining The Warner Bros. Studio, with mixsd commercial, office
and residential uses.
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AOL. Time Warner General Partners

The following table sets forth certain information as of December 31, 2002 with respect to the principal
properties of WCI and its subsidiaries (over 250,000 square feet in area), all of which WCI considers
adequate for its present needs, and all of which were substantiaily used by WCI. ATC, the other AOL Time
Warner General Partner, does nof own or lease any properties material to its business.

Approximate
Square Feet Type of Ownership

Location Principal Use Floor Space Expiration Date of FLease

Olyphant, PA East Manufacturing, warehouses, 1,012,850  Owned and cccupied by WCL
Lackawanna Ave distribution and office space

{Music)

Aurora, 1L 948 Offices/warehouse (Music) 602,000 Owned and occupied by WCL
Meridian Lake

Alsdorf, Germany Max-  Manufacturing, distribution 269,000  Owned and occupied by WCL
Planck Strasse 1-9 and office space (Music)

Terre Haute, Indiana Manufacturing and office 269,000  Leased by WCI, Lease expires
4025 3rd Pkwy space (Music) in 2011.

Ttem 3. Legal Proceedfngs
TWE or the AOLTW General Partners are parties to various litigation matters, including:

On June 24, 1997; plaintiffs in Six Flags Over Georgia LLC et al. v. Time Warner Enterlainment
Company, L.P. et al, filed an amended complaint in the Superior Coust of Gwinnett Couniy, Georgia,
claiming that, inter alia, defendants, which include TWE, violated their fiduciary duties in operating the Six
Flags Over Georgia theme park. On December 18,.1998, following a trial, a jury returned a verdict in favor of
plaintiffs. The total awarded fo plaintiffs was approximately $454 million in compensatory and punitive
damages. The case was appealed to the Georgia Court of Appeals, which affirmed the trial court’s judgment,
and denied reconsideration. The Supreme Court of Georgia denied certiorari on January (8, 200L. On
February 28, 2001, the compensatory damages portion of the award plus accrued interest was paid to plaintiffs.
On March 1, 2001, the United States Supreme Court granted a stay as to payment of the punitive damages
part of the jury’s original award, pending the resolution of a petition for certiorari to be filed by TWE, which
was filed on June 15; 2001. On October 1, 2001, the United States Supreme Court granted certiorari, vacated
the opinion of the Georgia Court of Appeals and remanded the case for further consideration as to punitive
damages. On March 29, 2002, the Georgia Court of Appeals affirmed and reinstated its earlier decision
regarding the punitive damage award. On April 18, 2002, TWE filed a petition for certiorari to the Georgia
Supreme Court seeking review of the decision of the Georgia Court of Appeals, which was denied on
September 16, 2002. The Georgia Supreme Court subsequently dented TWE’s motion for reconsideration of
its September [6th ruling, Plaintiffs have agreed not to pursue payment of the punitive damages award and
accrued interest until the resolution of TWE’s petition for writ of certiorari o the United States Supreme
Court, which TWE filed on December 23, 2002. The petitien is pending.

On April 8, 2002, three former employees of certain subsidiaries of WMG filed Henry Spann et al. v.
AOL Time Warner Inc. et al., a purported class action, in the U. S. District Court for the Central District of
California. Plaintiffs have named as defendants AOL Time Warner, TWE., WEA Corp., WEA Manufactur-
ing Inc., Wamer Bros. Records, Atlantic Recording Corporation, vartous pension plans sponsored by the
companies and the administrative commiittees of those plans. Plaintiffs atlege that defendants miscalculated
't_he proper amount of pension benefits owed to them and other class members as required under the plans in
violation of ERISA. The lawsuit has been transferred to the U. S. District Court for the Southern District of
New York. The AOLTW General Partners intend to defend against this lawsuit vigorousty. The AOLTW
General Partners are unable to predict the outcome of this suit or reasonably estimate a range of possible loss.

“The costs and other cffects of pending or future litigation, governmental investigations, legal and
administrative cases and proceedings (whether civil or criminal), settlements, judgements and investigations,
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claims and changes in those matters (including those matters described above), and developa'ments -OF
assertions by or against TWE or the AOLTW General Partners relating to intellectual property rights afld
intellectual property licenses, could have a material adverse effect such company's business, financial

cendition and operating results.
Ttem 4. Submission of Matters to a Vote of Security Holders.

Not applicable.

PART HI

Item 5. Market For Registrant’s Common Equity and Related Stockholder Matters.
Not applicable.

Item 6. Selected Financial Data.

The selected financial information of TWE and the AOLTW General Partners for the five years ended
December 31, 2003 is set forth at pages F-76 and F-142 herein and is incorporated herein by reference,

Ttem 7. Management’s Discussion and Analpsis of Financial Condition and Resnlts of Operations.
'y

The information set forth under the caption “Management’s Discussion and Analysis™ at pages F-2
through F-29 and at pages F-79 through F-100 herein is incorporated herein by reference.

Item 7A.  Quantitative and Qualitative Disclosures About Market Risk,

The information set forth under the caption “Market Risk Management” at pages F-20 through E-er and
page F-89 through F-90 herein is incorporated herein by reference. c

Item 8. Finaneial Statements and Supplementary Data.

The consolidated financial statements and supplementary data at pages F-30 through F-74 of TWE and
the report of independent auditors thereon set forth at page F-75 herein, and the consolidated financial
statements set forth at pages F-101 through F-140 of the AOLTW General Partners and the report of
independent auditors thereen set forth at page F-141 herein, are incorporated herein by reference.

Quarterly Financial Information set forth at page F-77 herein is incorporated herein by reference.

Hem 9. Changes In and Disagreements with Aecountants on Accounting and Financial Disclosure.

Not applicable.

PART I

Item 10.  Directors and Executive Officers of the Registrant
Representatives and Directors

Set forth below is the name and age of each member of the Board of Representatives of TWE and each
person who is a director of one or both of the AOLTW General Partners, such person’s present principal
occupation or employment, the name of the corporation or other organization in which such occupation or
employment is conducted and the name and principal business of any corporation or other organization in
which such person held a material positicn or office or engaged in a material occupation or employment during
the last five years and such position, office, occupation or employment, Mr. Parsons became a member of the
Board of Representatives of TWE on February 1, 1995, Messrs. Case and Novack became members of the
Board of Representatives of TWE as of January 12, 2001 and Messrs. Bewkes and Logan became members of
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the Board of Representatives of TWE on July 18, 2002. The selection of TWE's Board of Representatives
prior to the completion of the TWE Restructuring is governed by the TWE Partnership Agreement. Comcast,
through the Comcast Trusts, has elected not to appoint any representatives to the Board of Representatives of
TWE and will not do so prior to the completion of the TWE Restructuring. After the TWE Restructuring,
TWC Inc., as the general partner of TWE, will manage the business and affairs of TWE. See “Description of
Certain Provisions of the TWE Parlnership Agreement — Management and Operations of TWE.”
Mr. Parsons became a director of each AOLTW General Partner on February I, 1995. Messrs. Bewkes and
Logan became directors of each AOLTW General Partner on July 31, 2002.

For a general discussion of the duties of the executive officers and representatives of TWE, sece

“Description of Certain Provisions of the TWE Partnership Agreement — Management and Operations of
TWE.”

Drirector and/or Principal Occupations or Positions
Name Representative of  Age During the Past Five Years

Stephen M, Case ...... TWE 44 Chairman of the Board of TWE and AOL Time
Warner since the consummation of the Merger.
Mr. Case has announced that he will step down
as Chairman of the Board of TWE and AOL
Time Warner in May 2003. A co-founder of
America Online, Mr. Case had been Chairman
of the Board of America Online from October
1995 and CEO of America Online from April
1993, having served in other executive positions
at America Online since 1985. Mr. Case is also
a director of AQL Time Warner.

Richard D. Parsons. .. .. TWE, WCI 54  Chief Executive Officer of TWE and AOL Time
and ATC Warner since May 2002 and will also_become b
Chairman of the Board of TWE and AOL Time
Warner in May 2003; prior to May 2002, he was
Co-Chief Operating Officer of both companics
from the consummation of the Merger. Prior to
the Merger, Mr. Parsons was President of TWE
and Time Wamner from February 1995, He
served as a director of ATC, then an 82%-owned
' subsidiary of Time Warner, from 1989 until
1991 and is currently also a director of AOL
Time Warer, Citigroup Inc. and Estee Lauder
* Companies, Inc.

Kenneth J. Novack..... TWE 61 Vice Chajrman of TWE and AOL Time Wamer
since the consummation of the Merger; prior to
that, he served as Vice Chairman of America
Online from May 1998. Mr. Novack served as
Of Counsel to the Boston-based law firm of
Mintz, Levin, Colin, Ferris, Glovsky and Popeo,
PC after his retirement as a2 member of that firm
in  August 1998 through March 2001.
Mr. Novack joined Mintz Levin in 1966 and
served on its executive committee from 1970
until his retirement. Mr. Novack is also a direc-
tor of AOL Time Wamer.

ek iy
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Director and/or Principal Qccupations or Positions

Ngme ‘ ’ Representative of  Age During the Past Five Years
Jefirey L. Bewkes ... ... TWE, WCI 50  Chairman, Entertainment & Networks Group of
and ATC TWE and AOL Time Warner since July 2002;

prior to that, Mr. Bewkes served as Chiel’ Exec-

utive Officer of the Home Box Office division of

TWE [rom May 1995 and President and Chief
" Operating Officer for the preceding five years.

Don Logan............ TWE, WCI 59  Chairman, Media & Communications Group of
and ATC TWE and ACL Time Warner since July 2002;
. ~prior to that, Mr. Logan served as Chairman and
Chief Fxecntive Officer of Time Inc., AOL
Time Warner’s publishing subsidiary, from Au-
gust 1994, and as its President and Chief Oper-
aling Officer from June 1992. Prior to that, he
held various executive positions with Southern
Progress Corporation, which was acquired by
Time Inc. in 1985.

Executive Officers

Set forth below s the name and age of the executive officers of TWE and each of the AOLTW General
Parln?rs, such person’s present principal occupation or employment, the name of the corporation or other
organization in-which such occupation or employment is conducted and the name and principal business of
any corporation or other organization in which such person held a material position or office or engaged ina
material occupation or employment during the last five years and such position, office, occupation or
employment. Mr. Parsons becarhe an executive officer of the AOLTW General Partners on February 1, 1995.
The remaining executive officérs of TWE became executive officers of ATC as of January 12, 2001 and of
WCT as of February 2, 2001 or, if later, on the date they became executive officers of TWE.

Principal Occepations or

Name Age Positions During the Past Five Years

Stephen M. Case ...... 44 See “— Representatives and Directors.”

Richard D. Parsons. . ... 54  See “— Representatives and Directors.”

Kenneth J. Novack. . ... 61  See “— Representatives and Directors.”

Jeflrey L. Bewkes .. ..., 50  See “— Representatives and Directors.”
DenLogan............ 59  See “— Representatives and Directors.”

Paunl T. Cappuccio ..... 41  Executive Vice President, General Counse] and Secretary of

TWE and AQL Time Warner since the consummation of the
Merger; prior to that, he served as Senior Vice President and
General Counsel of America Online from August 1999, Before
joining America Online, from 1993 to 1999, Mr. Cappuccio was
a pariner at the Washington, D.C. office of the law firm of
Kirkland & Ellis. Mr. Cappuccio was also an Asscciate Deputy
Attorney General at the U.S. Department of Justice from 1991
to 1993.

......... 61 Executive Vice President of Strategy and Investments of TWE
and AOL Time Warner since May 2001, prior to thal,
Mr, DiBiasio was a Senior Director at McKinsey & Company,
management consultants, for more than 30 years.

Adolf DiBiasio
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Principal Oecupations or

Name Age Positiens During the Past Five Years

Patricia Fili-Krushel . ... 49  Executive Vice President of Administration of TWE and AOL

. Time Warner since July 2001; prior to that, she was Chief
Exccutive Officer of WebMD Health division of WebMD
Corporation, an Internet portal providing health information and
service for the comsumer, from April 2000 fo July 2001 and
President of ABC Television Network from July 1998 to April
2000. Prior to that, she was President, ABC Daytime from 1993
10 1998,

Robert M. Kimmitt .... 55 _ Exccutive Vice President of Global & Strategic Policy of TWE
and AOL Time Wamer since July 2001; prior to that, he was
President and Vice Chairman of Commerce One, Inc, an
electronic commerce compaty, from Masch 2000 to June 2001,
having served as Vice Chairman and Chief Operating Officer
from February 2000. Previously, Mr. Kimmitt was a partner in
the Washington, D.C.-based law firm of Wilmer, Cutler &
Pickering from 1997 to 2000. He had previously been managing
"director at Lehman Brothers, an international financial services
firm, from 1993 to 1997, Mr. Kimmiti also served as the U.S.
Ambassador to Germany from 1991 to 1993,

Michael Lynton........ 43 Bxecutive Vice President of TWE and Exccutive Vice President
i of AOL Time Warner and President, AOL Time Warner
International, since May 2002; prior to that, Mr. Lynton served
as President, AOL International, at America Online. Prior to
joining America Online in 1999, Mr. Lynton was Chairman and
Chief Executive Officer of the Penguin Group of Pearson plc, an
international media company, beginning in September 1996.
Prior to his tenure at Pearson, Mr. Lynton held various executive
positions at the Walt Disney Company from 1987.

Wayne H. Pace . ....... 56 Executive Vice President and Chief Financial Officer of TWE
and AOL Time Warner since November 2001; prior te that, he
was Vice Chairman, Chief Financial and Administrative Officer
of TBS from March 2001, having held other executive positions,
including Chief Financial Officer, at TBS since July 1993. Prior
to joining TBS, Mr. Pace was an audit partner with Price
Waterhouse, now PricewaterhouseCoopers, an international
accounting firm.

Compliance with Section 16(a) of the Exchange Act.
Not Applicable.

ltem 11. Executive Compensation

In 2002, the executive officers of TWE and the AOLTW General Pariners were compensated by AOL
Time Warmer for services provided in most cases to AOL Time Warner pursuant 1o employment agreements
with AOI, Time Warner and received no additional compensation from TWE or any of the AOLTW General
Partness. AOL Time Warner provided the services of such executive officers to TWE and was reimbursed for
such services pursuant to arrangements set forth in the TWE Partnership Agreement. See Ttem 13 “Certain
Relationships and Related Transactions — Corporate Services.” Members of the Board of Representatives of
TWE and directors of the AOLTW General Partners are not additionally compensated for such activities.




Executive Compensation Summary Table

The following tabie presents information concerning total compensation paid to the two individuals who
served as Chief Executive Officer during 2002, each of the four most highly compensated executive officers of
AOQOL Time Wamner and TWE who served in such capacities on December 31, 2002 and Mr. Pittman, who
served as an cxecutive officer during 2002 (collectively, the “named exccutive officers™). Prior to the
consummation of the Merger on January £1, 2001 (the “Merger Date™), certain of these executive officers
functioned as executive officers of, and were compensated by, America Online or Time Warner, as the case
may be. Prior to the Merger, America Online’s fiscat year ended on June 30. In connection with the Merger,
America Online changed its fiscal year to a calendar year. As a result, the compensation shown for
Messrs. Case, Novack and Pittman prior to 2001 is that paid with respect to America Online’s prior fiscal year
and the last six months of 2000 {the “Transition Period”}. All information related to common stock has been
adjusted to reflect the exchange ratios of common stock of Time Warner and America Online for common
stock of AOL Time Warner (“AOL Time Warner Common Steck™) in the Merger and AOL Time Warner's

assumption of the relevant America Online and Time Warner stock-based benefit plans in connection with the
Merger.

SUMMARY COMPENSATION TABLE

Long-Ferm
Annual Compensation Coanipensation (1)

Securities

Name and Principal Other Annual Underlying All Other
Position Year Salary Bonus(8) Comypensation(9)  Options Awarded  Compensation(11)

Stephen M. Case(1)...... 2002 §1,000,000 § 0 $277,555 ¢ $ 2,250
Chairman of the 2001 1,000,000 0 — 4,000,000 2,250
Board T.P.* 383,333 0 — 1,750,000 0
2000 725,000 1,125,000 - 3,000,000 5,165
Richard D. Pasons(2) .... 2002 § 1,000,000 $ 0 $178,980 300,000 $ 85,183
Chief Executive 2001 1,000,000 ] 166,597 3,500,000 77,913
Officer 2000 750,000 6,000,000 146,535 525,000 476,935
Kenneth J. Novack(3) .... 2002 §$ 1,000,000 3 0 200,257 0 § 2250
Vice Chairman 2001 1,000,000 0 165,790 2,000,000 250
T.B.* 258,333 275,000 — 1,000,000 0
2000 433,333 506,000 — 1,000,000 6,620
Jeffrey L. Bewkes(4) ..... 2002 $1,000000 § 5,000,000 $ 86,560 650,000 $ 61,297

Chairman, Entertainment
& Networks Group

Don Logan{5) ........... 2002 $1,000,000 § 3,000,000 $475,925 650,000 $ 36,139
Chairmagn, Media &
Communications Group

Gerald M. Levin(6) ...... 2002 $1,000,000 § 0 $ 285,058 0 % 35,002
Former Chief 2001 1,000,000 0 237,602 4,000,000 47,031
Exccutive Officer 2000 1,000,000 10,000,000 226,620 750,000 . 571,277

Robert W. Pittman{7) .... 2002 $ 769,230 § 0 $283837 210,000 $ 2,250
Former Chief 2001 1,600,000 0 199,611 3,500,000 504,736
Operating Officer TPR* 358,333 550,000 56,520 1,500,000 V]

2000 633,334 1,450,000 60,965 2,500,000 §10

*

Transition Period — July 1, 2000 through December 31, 2000

{1} Mr. Case becamme Chairman of the Board of AOL Time Wamer on the Merger Date. Prior to that, he
served as Chairman of the Board and Chiel Executive Officer of America Online.
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(2)

(3)

)

(5)

(6)

(7

(8)

&)

(19)

(i1)

Mr. Parsons became Chief Executive Officer of AOL Time Warner on May 16, 2002, having served as
Co-Chief Operating Officer of AOL Time Wamer from the Merger Date. Prior to that, he served as
President of Time Warner, :

Mr. Novack became Vice Chairman of AOL Time Warner on the Merger Date. Prior to that, he served
as Vice Chairman of America Online,

Mr. Bewkes became Chairman, Entertainment & Networks Group of AOL Time Wamer on July 18,
2002. Prior to that, Mr. Bewkes was Chief Executive Officer of AOL Time Warrer's Home Box Office
division (not an executive officer of AOL Time Warner). The compensation shown in the table inctudes
compensation received from Home Box Office,

Mr. Logan became Chairman, Media & Cominunications Group of AOL Time Warner on July 18,
2007. Prior to that, Mr. Logan was Chairman and Chief Executive Officer of AOL Time Warner's Time
Inc. subsidiary (not an executive officer of AOL Time Warner). The compensation shown in the table
includes compensation received from Time Inc.

Mr, Levin served as Chief Executive Officer of AOL Time Warner from February 2000 until his
retirement from the position of Chief Executive Officer in May 2002. He continues to serve as an
employee in an advisory capacity. He served as Chairman of the Board and Chief Executive Officer of

Time Wamer from January 1993 to the Mesger Date.

M. Pittman served as Co-Chief Operating Officer of AOL Time Wamer from the Merger Date and
served as Chief Operating Officer of AOL Time Warner from May 16, 2002 untit his resignation in July
2002, Prior to that, he served as President and Chief Operating Officer of America Online.

One quarter of the siock option award of each named executive officer in 2001, other than
Messts. Bewkes and Logan, was made in lieu of a cash bonus for 2002.

In accordance with SEC rules, amounts totaling less than $50,000 have been omitted. The amounts of
personal benefits shown in this' column for 2002 that represent more than 25% of the applicable
execulive’s total Other Annual Compensation include financial services of $100,000 to each of
Messrs. Parsons, Novack, Levin and Pittiman, $99,213 to Mr. Case and $39,186 to Mr. Bewkes;
transportation-related benefits of $178,342 to M. Case, $74,768 to Mr. Parsons, $47.374 to Mr. Bewkes,
$371,029 to Mr. Logan and $172,656 to Mr. Levin; $50,880 to Mr. Novack for insurance coverage (ses
Note 11(b)); and $167,192 to Mr. Pittman as reimbursement for the payment of taxes related to life
insurance coverage provided in 2001. For securily reasons, certain executive officers are subject to
mandated transportation procedures.

None of the stock options reflected was awarded with tandem stock appreciation rights. None of such
executive officers was awarded restricted stock during the relevant period and, as of December 31, 2002,
1o named executive officer held any such shares.

The amounts shown in this column for 2002 include the following:
(a) Pursuant to the AOL Time Warner Savings Plan (the “Savings Plan™), a defined contribution

plan available generally to employees of AOL Time Warner, for the 2002 plan year, each of the named
executive officers deferred a portion of his annual compensation and AOL Time Warner contributed

-$2,000 for the first $3,000 so deferred by the executive (“Matching Contribution™). These Matching

Contributions were invested under the Savings Plan in an AOL Time Warner Common Stock fund.

(b) AOL Time Warner maintains a program of tife and disability insurance gencrally available to
all salaried employees on the same basis. This group term life insurance coverage was reduced to
$50,000 for each of Messrs. Parsons, Novack, Logan and Levin, who were given a cash payment equal to
the cost of replacing such reduced coverage under a voluntary group program available to employees
generally. Such payments are included in the “Other Annual Compensation” column. fu addition,
during 2002, AOL Time Warner maintained for certain members of senior management, incleding the
named executive officers, cortain supplemental life insurance benefits and paid premiums for this
supplemental coverage of approximately $250 each. AOL Time Warner also maintained split-dotlar jife
insurance policies on the lives of Messrs. Parsons, Bewkes, Logan and Levin and paid the following

35




amounts allocated to the term portion of the split-doflar coverage for 2002: Mr. Parsons, $5,242;
Mr. Bewkes, $3,227; Mr. Logan, $4,811; and Mr. Levin, $25,846. The actuarial cquivalent of the value
of the premiums paid by AOL Time Warner for 2002 based on certain assumptions regarding interest
rates and periods of coverage are: Mr. Parsons, $82,933; Mr. Bewkes, $59,047; Mr. Logan, $33,889; and
Mr. Levin, $32,752. The premium on ene of two policies for Mr, Logan was not paid in 2002 pursuant to
an exfended grace period. It is anticipated that AQL Time Warner will recover the net after-tax cost of
the premiums on these policies or the cash suirender value thereof. For a description of life insurance
coverage for certain executive officers provided pursuant to the terms of their emplayment agreements,
sce “Employment Arrangements.” ’

Stock Option Grants During 2002

“The following table sets forth certain information with respect to emplayee options to purchase shares of

AOL Time Warner Common Stock (“options™) awarded during 2002 to the named executive officers. All
sach options were nonqualified options. No stock appreciation rights, alone or in tandem with such stock
options, were awarded in 2002. '

)

STOCK OPTION GRANTS IN 2002
i Individual Grants(l)

Percent of
Number of Total
Secnrities Options
Underlying  Granted to Exercise Grant Daie
Options Employees or Base Expiration Present
Name Granted in 2602 Price(3/sh) Date Value{2)
Stephen M. Case .............. O — — C —
Richard D. Parsons............:. - 300,000 3% $18.88 5715712 §$2,141,678
Kenneth J. Novack ............. 0 -— — — —
Jeffrey L. Bewkcé ............. - 500,000 _ A% $26.65 2714712 $5,099,513
150,000 1% $12.46 7117712 706,714
Donlogan..........couvuenn.. 500,000 A% $26.65 2/14/12  $5,099,513
150,000 1% $12.46 17112 706,714
Gerald M. Levin ............... 0 — — — —
Robert W, Piftman ............. 210,000 2% 518.38 5715712 $1,499,174
Options for executive officers have been awarded pursuant to plans approved by the stockholders, except

for the awards made to Messts. Bewkes and Logan in February 2002 before they became executive
officers of AOL Time Warner. The terrs are governed by the plans and the recipient’s option agreement.
The option exercise price is the fair market value of AQL Time Warner Common Stock on the date of
grant. The options shown in the table become exercisable in installments of 25% on the first four
anniversarics of the date of grant, subject to acceleration upon the occurrence of certain events. Payment
of the exercise price of an option may be made in cash and/or full shares of AQL Tinte Warner Common
Stock already owned by the holder of the option. The payment of withholding taxes due upon exercise of
an opiion may generally be made in cash and/or full shares of AQL Time Warner Common Stock.

These amounts represent the estimated present vatue of stock options at the respective date of grant,
calculated using the Black-Scholes option pricing model, based upen the following assumptions used in
developing the grant valuations: an expected volatility of 52 9% based on the historical volatility of AOL
Time Warner Common Stock; an expected terin to exercise of .47 years after vesting; a risk-free rate of
return of 4,20% for the first awards listed for Messrs. Bewkes and Logan and 3.70% for the other awards;
and a dividend yield of 0%. The actual value of the options, if any, realized by an officer will depend on
the extent to which the market value of the AOL Time Warner Common Stock exceeds the exercise
price of the option on the date the option is exercised. Consequently, there is no assurance that the value
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realized by an officer will be at or near the value estimated above. These amounts should not be used to
predict stock performance.

Option Exercises and Values in 2002

“The following table sets forth as to each of the named exccutive officers information on option exercises
during 2002 and the status of his options on December 31, 2002 (i) the number of shares of AOL Time
Wamer Common Stock undeslying options exercised during 2002; (i) the aggregate dollar value realized
upon exercise of such options; (iii) the total number of shares of AOL Time Warner Common Stock
underlying exercisable and nonexercisable stock options held on December 31, 2002; and (iv) the aggregate
dollar value of in-the-money exercisable and nonexercisable stock options on December 31, 2002. The number
of shares covered and the option exercise prices have been adjusted to reflect the exchange ratios of common
stock of America Onfine and Time Warner for AOL Time Warner Common Stock on the Merger Date and
AOL Time Warner's assumption on the Merger Date of the option plans and agreements under which the
options were awarded.

AGGREGATE OPTION EXERCISES DURING 2002

and
OPTION VALUES ON DECEMBER 31, 2002
Niérg}::gsof Number of _Shares Underlying Do[}lnaerx:;igg:dof
| Ug‘f,i{}};j;‘g Dollar Value G Optiolll]si—ctnﬂei Y s)
Name Exercised Exercise Exercisable Nonexercisable Exercisable Nonexercisable
Stephen M. Case(1) .. 905,108 $25,225,474 18,765,592 3,875,000  $99,381,574 $ 0
Richard D. Parsons ... — 3 _ 3600003 3099997 $ 246000 § O
Kenneth J. Novack ... 48,000 $ 1,089480  5,663,000(2) 2,000,000 $ 6,025990(2) $ 0
Jeffrey L. Bewkes..... — — 2,927,093 2,462,499 § 1,564,255 $96,000
Don Logan{3) ....... — — 2,972,500 1,812,500 § 159,496 $96,000.
Gerald M. Levin(1)... 1,500,000 $19,910,000 8,816,254 3,249,997  § 3,772,800 3 0
Robert W. Pittman(4) 1,500,000 $20,646,750 17,377,255 —  $66,074,321 $ 0

* Calculated using the fair market value of $13.10 per share of AOL Time Warner Common Stock on
December 31, 2002 minus the option exercise price.

(1) The options exercised by each of Messrs. Case and Levin would have expired in 2003. In connection with
the exercise of these options, Mr. Levin used AOL Time Warner Common Stock to pay the taxes due
and retained the remainder of the shares received upon exercise and Mr. Case retained, and continues to
hoid, all of the shares received upon exercise.

(2} Includes 855,812 exercisable options that Mr. Novack transferred to grantor retained annuity trusts for
the benefit of members of his family. At December 31, 2002, these options had a value of $1,150,813.

(3) Includes 144,996 exercisable options that Mr. Logan transferred io a family-owned limited partnership.
At December 31, 2002, these optiens had a value of $159,496.

(4) All of the options exercised by Mr. Pittman were held by a family-owned limited partnership. His year-
end holdings include 797,255 excrcisable options that Mr. Pittman transferred to a family-owned limited
partnership. At December 31, 2002, these options had a value of $9,169,121.

{5) All options awarded prior to 2000 held by Messrs. Parsons, Bewkes, Logan and Lovin became
immediately exercisable in full upon the approval by Time Warner's board of directors of the Merger on
January 9, 2000. All options awarded prior to 2000 held by Messrs. Case and Novack became
immediately exercisable in full on the Merger Date and all such options held by Mr. Pittran became
immediately exercisable on the first anniversary of the Merger Date. All options awarded to Mr. Pittman
in or after 2000 became immediately exercisable in full in September 2002,
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- The option exercise price of ail the options held by the named executive officers is the fair market value of
the AOL Time Warner Common Stock on the date of grant except for (1) half of the regular annual options
awarded to Messts, Parsons and Levin in 1996 through 2000, half of the options awarded to each of the named
executive officers, except Messrs. Bewkes and Logan, in 2001 and 1,500,000 of Mr. Levin’s options awarded in
1993, half of which have an exercise price 25% above the fair market value of the common stock on the date of
grant and the other half of which have an exercise price 50% above such fair market value and (2) options
awarded to Messrs. Case and Pittman in 1997 which have an exercise price 30% above the fair market value of
the common stock on the date of grant. All such nonqualified options permit a portion of each award to be
transferred by gift ‘directly or indirectly to members of the holder’s immediate family. The stock option
agreements may peimit optionees to defer receipt of the shares of AOL Time Watner Common Stock
receivable upon exercise of options governed by such stock option agreements to a future date elected by the
optionee, thereby deferring the recognition of income by the optionee (and AOL Time Wamner's tax
deduction) until such future date. During the deferral period, the shares are not cuisianding, do not vote and
do not pay dividends; however, AOL Time Warner has agreed fo pay the optionee dividend equivalents during
the deferral period, to the extent dividends are paid. ’ ‘

The options held by the named executive officers remain exercisable for three months to five years in the
event their employment is terminated without cause or as a resuit of AOL Time Warner’s breach of an
employment agreement. For some executive officers, some of their options remain exercisable for the full term
of the options if their employment is terminated for any reason other than for cause, including death.
Otherwige, options may generally be exercised for one or three years after death or total disability {(depending
on their date of grant) and some options may be exercised for five years after retirement. All options terminate
either immediately or one month afier the holder’s employment is terminated for cause. The terms of the
options shown in the chart are generally ten years, although 960,000 options held by Mr. Levin and 188,592
options held by Mr. Bewkes have a term of 15 years from the date of their award in 1989.

Employment Arrangements

AOL Time Wamer is a party to employment agreements with Messrs. Parsons, Novack, Bewkes, Logan
and Levin. The expiration dates of these agreements are: Mr. Parsons — January 31, -2005; Mr. Novack —
December 31, 2003; Mr. Bewkes — December 31, 2003; Mr. Logan — December 31, 2004; and Mr. Levin —

December 31, 2005. AOL Time Warner also was a party to 2n employment agreement with Mr. Pittman that
did not have a fixed term.

Among other things, the agreements with Messrs. Parsons and Novack each provide for a fixed term of
employment in # specified executive post; minimum annual salary of $1 million and participation in AOL
Time Wamer stock option and other compensation and benefit plans, including $50,000 of group term life
insurance. These agreements do not provide for the paymient of an annual cash bonus. The agreements with
Messrs. Bewkes and Logan were enfered into with the divisions for which they served as Chairman and Chief
Executive Officer prior to their election as executive officers of AOL Time Warner in July 2002. These
agreements, which have been assumed by AOL Time Warner, provide for a minimum- annual salary of
$1 million, an annuat cash bonus of not less than $2.75 million with respect to Mr. Bewkes and a discretionary
cash bonus in a target amount of $§3 million with respect to Mr. Logan, and participation in AOL Time
Warner stock option and other compensation and benefit plans, including group life insurance. In addition, the
agreements with Messrs. Parsons, Bewkes, Logan and Levin provide for (1) life insurance benefits in the
amount of §5 million, $4 million, $4 million and $6 million, respectively, to be provided by split-dollar policies
for the life of the executive under which AOL Time Warner recovers an amount equal to the net after-tax cost
of the premiums paid by AOL Time Warner or the policies’ cash surrender value, (2) for Messrs. Parsons and
Levin, a cash payment equal to the premium for coverage under a Group Universal Life ("GUL") insurance
program made available by AOL Time Wamer in an amounl equal to twice the executive’s salary, minus
$50,000 and (3) for Mr. Logan, a cash payment equal to twa times the premmum he would have to pay to
obtain life insurance ander AOL Time Wamer’s GUL insurance program in an amount equal to twice his

salary. Mr. Novack’s agreement provides for a cash payment equal to two times the premium for $4 miliion of
GUL insurance coverage.
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The agreements with Messrs. Parsons, Novack, Bewkes, Logan and Levin include a narrow definition of
the “cause” for which an executive’s employment may be terminated and in that event, the executive will only
receive earned and unpaid base salary accrued through such date of termination.

These agreements provide that in the event of AOL Time Warner’s material breach or termination of the
executive’s employment without cause, the executive will be entitled to elect cither (a) to receive a fump-sum
payment equal to the present value of the compensation otherwise payable during the remaining portion of the
executive’s term of employment or a specified minimum period of time if less than such remains in the term of
the agreement or {b) to remain an employee of AOL Time Warner through the end of such period and,
without having to perform any services, receive snch compensation as if there had been no breach or
termination. These executives are not required to mitigate damages after such a termination, other than as
necessary to prevent AQL Time Warner [rom losing any tax deductions to which it otherwise would have been
entitled for any payments deemed 1o be “contingent on a change” of control under the Internal Revenue Code.
These agreements also provide that in the event of AOL Time Warner's material breach or termination of the
executive’s employment without cause, a portion or all of the unvested stock options granied to such executive
will vest and vested stock options will remain exercisable for a period of time longer than would generally
apply to stock options awarded by AOL Time Warner.

Mr. Parsons’ agreement allows him, effective on or after January I, 2002 and with not less than six
months’ prior notice to AOL Time Warner, to terminate his exccutive position and become an advisor to AOL
Time Wamner for the remainder of the agreement term. In that case his advisory compensation would be equal
to $500,000 per year.

Mr. Logan’s agreement allows him to elect in September 2003 to terminate his active employment with
AOL Time Warner effective as of January 1, 2004 and become an advisor to AOL Time Warner through
Tune 30, 2007 at an annual salary equal to $1.25 million, but with no bonus. If he remains with AOL Time
Warner through the December 31, 2004 term of the agreement, Mr, Logan can elect to become an advisor to
AOL Time Warner thereafter through December 31, 2009 at an annual salary equal to $1.25 million.

Mr. Bewkes’ agreement also provides that if he and AOL Time Warner have not reached written
agreement regarding his employment with AOL Time Warner by the end of the term, then Mr. Bewkes may
clect to (a) leave AOL Time Warner with a lump sum payment in exchange for additional Hmits on his ability
to accept employment with competitors of AOL Time Warner following his departure, {b) leave AOL Time
Warner without a lump sum payment and without being subject 1o such additional limits on his ability to

compete with AOL Time Warner, or (¢) remain an employee of AOL Time Wamer for an additional 6 or
12 months.

If Messrs. Parsons, Novack, Bewkes, Logan or Levin should become disabled during the term of his
employment agreement, the executive will receive full salary for six months and then 75% thereof through the
end of the employment term. Any such payments will be reduced by amounts received from Worker’s
Compensation, Social Security and disability insurance policies maintained by AOL Time Warner.

If an executive dies during the term of an employment agreement, the executive’s benefictaries wiil
receive the executive’s earned and unpaid salary to the last day of the month in which the death occuss,

Mr. Levin's agreement allowed him, effective on or after May 1, 2002 and with not less than five months’
prior notice to AOI, Time Warner, to terminate his position as Chief Executive Officer and beecome an advisor
to AOL Time Warner through December 31, 2005. His advisory compensation will be $1 million per year,
which was equal o his annual salary. Mr. Levin delivered this notice to AOL Time Warner in December
2001, stepped down as Chiel Executive Officer in May 2002 and is currently serving as an advisor to AOL
Time Warner.

In October 1996, America Online entered into an employment agreement with Mr. Pittman which did
not have a fixed term and which AOL Time Warner assumed. This agreement provided that, in the event
Mr. Pittman’s employment agreement were terminated under certain circumstances, including by him for a
good reason or by AOL Time Warner other than for cause, he would become a consultant of AOL Time
Warner for a term of two years, subject to the terms and conditions of a consulting agreement. Pursnant to the
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terms of this agreement, Mr. Pittman will be a consultant to AOL Time Wamer for the two years ending
September 30, 2004. As part of an agreement entered into in connection with his departure, Mr. Pittman
agreed to forego the $1 million annual consulting fee he would have received under the consultlng agreement
and AOL Time Wamer agreed that stock options grantcd to him after September [, 1998 will remain
excrcisable through September 30, 2007. Mr. Pittman is subject to the terms of a confidentiality/non-
competition/proprietary rights agreement that remains in effect for the term of the consulting agreement.

In addition, prior to 2001, pursuant to their employment agreements then in place, Time Warner made
coniributions for each of Messrs. Parsons, Bewkes, Logan and Levin to separate non-current compensation
accounts in a grantor trust or under its deferred compensation plan. Effiective beginning January 2001, AOL
Time Warner terminated these contributions, but existing accounts will continue to be invested and paid out
following termination of employment in accordance with their terms.

Time Warner Pension Plan — AOLTW

The Time Warner Employees’ Pension Plan, as amended (the “Old Pension Plan), which provides
benefits to cligible employees, including officers, of AOL Time Warner and certain of its subsidiaries, was
amended effective as of January 1, 2000, as described below, and was renamed and assumed by AQL Time
Warner in connection with the Merger (the “Amended Pension Plan” and, together with the Old Pension
Plan, the “Pension Plans™). Because of certain grandfathering provisions, the benefit of participants with a
minimum of ten years of benefit service whose age and years of benefit service equal or exceed 65 years as of
January 1, 2000, incliding Messrs. Bewkes and Levin, will be determined under either the provisions of the
Qld Pension Plan or the Amended Pension Plan, whichever produces the greater benefif,

Under the Amended Pension Plan, a participant accrues benefits equal to the sum of 1.25% of a
participant’s average annual compensation (defined as the highest average annual compensation for any five
consecutive full calendar years of employment, which includes regular salary, overtime and shift differential
payments, and non-deferred bonuses paid according to a regular program) not in excess of his covered
compensation up to the applicable average Social Security wage base and 1.67% of his average annual
compensation in excess of such covered compensation multiplied by his years of benefit service (riot in excess
of 30). Compensation for purposes of calculating average annual compensation under the Pension Plans is
limited to $200,000 per year for 1988 through 1993, $150,000 per year for 1994 through 2001 and $200,000 per
year for 2002 and thereafter (each subject to adjustments provided in the Internal Revenue Code of 1986, as

amended). Eligible employees become vested in all benefits under the Pension Plans on the earlier of five
years of service or certain other events.

Under the Old Pension Plan, a participant accrues benefits on the basis of 1%% of the average annual
compensation (defined as the highest average annual compensation for any five consecutive full and pastial
calendar years of employment, whicl inchides regular salary, overtime and shift differential payments, and
non-deferred bonuses paid according to a regular program) for each year of service up to 30 years and %% for
each year of service over 30. Annual pension benefits under the Old Pension Plan are reduced by a Social
Security offset determined by a formula that takes into account benefit service up to 35 years, covered
compensation up to the average Social Security wage base and a disparity factor based on the age at which
Social Security benefits are payable (the “Social Security Offset”). Under both of the Pension Plans, the
pension benefit of participants on December 31, 1977 in the former Time Employees’ Profit-Sharing Savmgs
Plan (the “Profit Sharing Plan”) is further reciuced by a fixed amount attributable to-a portior of the ‘employer
contributions and investment earnings credited to such employees’ account balances in the Profit Sharing Plan
as of such date (the “Profit Sharing Plan Offset™).

Under the Amended Pension Plan, employees who are at least 62 years old and have completed at least
ten years of service may clect early retirement and receive the full amount of their annual pension. Under the
Old Pension Plan, employees who are at least 60 years old and have completed at least ten years of service
may elect early retirement and receive the full amount of their annuat pension {“early retirement”). An early
retirement supplement is payable to an employee terminating employment at age 55 and before age 60, after
20 years of service, equal to the actuarial equivalent of such person’s accrued benefit, or, if greater, an annual
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amiount equal to the lesser of 35% of such person’s average compensation determined under the:Old Pension
Plan or such person’s accrued benefit at age 60 plus Social Security benefits at age 65. The supplement ceases
when the regular pension commences at age 60.

Federal law limits both the amount of compensation that is eligible for the caleulation of benefits and the
amount of benefits derived from employer contributions that may be paid to participants under both of the
Pension Plans. However, as permitted by the Employce Retirement Income Security Act of 1974, as amended
(“ERISA”), AOL Time Warner has adopted the Time Warner Excess Benefit Pension Plan — AOLTW
(the “Bxcess Plan™). The Excess Plan provides for payments by AOL Time Warner of certain amounts which
employees of AQL Time Warner would have received under the Pension Plans if eligible compensation were
limited to $250,000 in 1994 (increased 5% per year thereafter, to a maximum of $350,000} and there were no
payment restrictions. For purposes of the Excess Plan, the $200,000 limit (as indexed for years after 1989} on
eligible compensation will only apply to compensation received in 1988 through 1993; the $250,000 limit (as
adjusted) will apply to compensation received in 1994 and thereafter.

The foilowing table shows the estimated annual pension payable upon retirement to employses in
specified remuneration and years-of-service classifications under the Amended Pension Plan. The amount of
the estimated annual pension is based upon a pension formula which applies to all participants in both the
Amended Pension Plan and the Excess Plan. The amounts shown in the table do not reflect the effect of the
previously-described Profit Sharing Plan Offset. The estimated amounts are based on the assumption that
payments under the Amended Pension Plan will commence upon normal retirement (generally age 65} or
early retirement, that the Amended Pension Plan will cantinue in force in its present form, that the maximum
compensation is $350,000 and that no joint and survivor annuity will be payable (which would on an actuarial
basis reduce benefits to the employee but provide benefits to a surviving beneficiary). Amounts calculated
under the pension formula which exceed ERISA limits will be paid under the Excess Plan from AQL Time
Warner’s assets and are included in the ameunts shown in the following table.

Highest Consecutire Estimated Annual Pension for Years of Benefit Service

Five Year Average Compensation 10 i5 20 25 30

$200,000 . -1 ot §31,553  $47,330  $ 63,107 § 78,883  §.94,660
250,000, . .. 39,903 59,855 79,807 99,758 119,710
300,000, .. oo 48,253 72,380 96,507 120,633 144,760
350000, . ... il R 56,603 84,905 113,207 141,508 169,810
400,000 ... .o 56,603 84,903 113,207 141,508 169,810

The amount of covered compensation that would be considered in the determination of the highest five
consecutive full or partial years of compensation under the Pension Plans and the Excess Plan for each of
Messts. Case, Parsons, Novack, Bewkes, Logan and Levin is limited as a result of the imposition of the
limitations on eligible compensation. However, because combined payments under the Pension Plans and the
Excess Plan are based on the highest average annual compensation for any five consecutive full or partial
calendar years of employment (taking into account the compensation limits only for 1988 and thereafter), the
compensation used for determining benefits under such Plans for Mr. Levin (and employees who participated
in the Pension Plan prior to 1988) will include eligible compensation in years prior to 1938 which exceeded
these limits. The estimated annual benefits payable under the Amended Pension Plan and the Excess Plan, as
of February 1, 2003, would be based on average compensation of $350,000 for Mr. Case; $331,394 for
Mr. Parsons; $350,000 for Mr. Novack; $331,394 for Mr. Bewkes; $331,394 for Mr. Logan; and §729,248 for
Mr. Levin, with 2.1, 8.2, 2.1, 22.9, 32.8 and 30.8 years of benefit service, respectively. In addition, pursuant to
his employment agreement, Mr. Parsons will be entitled to receive supplemental payments {rom AQOL Time
Warner that will achieve a total retirement benefit equal to what he would have received if he had five
additional years of benefit service under the Amended Pension Plan. Mr. Pittman is not eligible to participate
in the Pension Plans. However, as a result of Mr. Pittman’s previous employment by Time Warner, at age 65,
he is entitled to starl receiving an annual benefit of $21,978 under the Amended Pension Plan and the Excess
Plan. The estimated annual pension payable to each Mr. Levin and Mr. Bewkes under the Old Pension Plan
and the Fxcess Plan upon retirement based on the indicated remuneration and years of service would be
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$361,891 and $177,302, respectively. These amounts are greater than the estimated annual benefit payable
under the.Amended Pension Plan and the Excess Plan.

Item 12.  Security Ownership of Certain Bencficial Owners and Management
Ownership by Partners of TWE

The table below sets forth, as of March 15, 2003, the pro rata pricrity capital and residual equity interests
of cach AOLTW General Partner and each Limited Partner in TWE, Subsidiaries of AOL Time Warner and
the AOLTW General Partners collectively own 72.36% of the pro rata priority capital and residual equity
capital and 100% of the priority capital interests junior to the pro rata priority capital interests. Bach AOLTW
General Partner is a direct or indirect wholly owned subsidiary of AOL Time Warner. The TWE Holdings

Trusts are Delaware statutory trusts alt of the beneficial interests of which are held indirectly by Comcast
Corporation:

Residual
Eguity
Interest
AOL Time Warner General Partners
American Television and Communications Corporation ............o0vvurnnrnnn.s 30.48%
Warner Communications Inc... ... o0 i e 41.88% .
Limited Partuers
TWE Holdings 1 Trust . ...... .. 2.80%
TWE Holdings IITTrust. .. ... ... . e, 24.78%
100.00%

The address of the principal executive offices of each of the companies listed above is as follows: Warner
Communications Inc.: 75 Rockefeller Plaza, New York, New York 10019; American Television and
Communications Corporation: 290 Harbor Drive, Stamford, Connecticut 06902; and TWE Holdings Trusts,
¢/o Edith H. Holiday, Operating Trustee, 801 West Street, 2nd Floor, Wilmington, Delaware 19801,
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Security Ownership of Certain Beneficial Owners

Set forth below is the name, address, stock ownership and voting power of each person or group of
persons known by TWE to own beneficially securities of AOL Time Warner having more than 5% of the
voting power of any class of AOL Time Warner’s voting securities and, unless otherwise indicated, is based on
information provided to AOL Time Wamer as of January 31, 2003 by the beneficial owner, Subsidiaries of
AOL Time Warner collectively own 72.36% of the pro rata priority capital and residual equity partnership
interests in TWE.

Shares

of Stock Percent of
. Beneficially Percent of Yoting
Mame and Address of Beneficial Owner” Owned Class Power
AOL Time Warner Common Stock
Capital Research and Management Company(1) ....... 305,020,820 7.1% 7.1%

333 South Hope Street
Los Angeles, CA 90071
FMR Corp2) oo vvive e 217,653,377 5.0 5.0
82 Devonshire Street
Boston, MA 02109
AOL Time Warner Series LMCN-V Stock
Liberty Media Corporation{3) .. .....oovrnernnnonns 171,185,826 100.0 *
12300 Liberty Boulevard
- Englewood, CO 80112

* Tess than 1%
(1

e

Beneficial ownership is as of December 31, 2002. Capital Research and Management Company, an
investment adviser, has filed with the SEC a statement on Schedule 13G dated February 10, 2003 to the
effect that (a) it (directly or indirectly) has sole dispositive power over all these shares, (b) it has voting
power over none of these shares and (c) all of the reported shares are held for the benefit of its clients.

{(2) Beneficial ownership is as of December 31, 2002, FMR Corp., a holding company, has filed with the SEC
a staternent on Schedule 13G dated February 14, 2003 te the effect that (a) it {directly or indirectly) has
sole dispositive power over all these shares, (b) it has sole voling power over 15,315,805 of these shares
and no shared voting power, (c) these shares are held principally by Fidelity Management & Research
Company, a wholly-owned investment adviser, (d) the shares of AOL Time Warner Common Stock
reported as beneficially owned include 114,926 shares of AOL Time Warner Common Stock reported as
issuable upon the conversion of $19,700,000 principal amount of 3% Convertible Subordinated Notes due
2019 of America Online and 1,311,440 shares of AOL Time Wamer Common Stock issuable upon
conversion of securities of other issuers (these shares have been excluded from the calculation of voting
power), {e) these shares are, for the most part, held by investment companies and institutional accounts
managed by subsidiaries of FMR Corp. and (f} the family of Edward C. Johnson 3d, including
Mr. Johnson, the Chairman of FMR Corp., and his danghter Abigail Jobuson, a director, and trusts for
the family members’ benefit may be decmed to form a controlling group with respect to FMR Corp.

(3) Consists of shares beneficially owned by Liberty Media Corporation through its direct and indirect
subsidiaries. Under certain circumstances, each share of Seres LMCN-V Stock is convertible into one
share of AOL Time Warner Common Stock; such circumstances are not currently present. Each share of
Series LMCN-V Stock currently has 17100 of a vote with respect to the election of directors and class
voting tights on limited other matters.

Security Ownership of Management

The following table sets forth as of January 31, 20073 information concerning the beneficial ownership of
AOL Time Wamner Common Stock for each current representative of TWE and each current member of the
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hoard of directors of one or more of the AOLTW General Partners, cach of the persons named in the
Summary Compensation Table above and for all current represenlatwes directors and executive officers of
TWE and the ACLTW General Partners as a group.

Coemmon Stock Beneficially Owned(1)

Number of Option Percent of
Name __ Shares Shares{2) Class
Jeffrey L. Bewkes(B) .o ov i e 24,825 3,739,592 _ *
Stephen M, Case(3)(8) ... .o 12,471,741 19,765,592 *

o Gerald M. Levin(4) ..o 165,010 8,566,251 *
Don Logan(8) ............. O 59,664 3,585,000 *
Kenneth J. Novack{5)(8) ...... .o 4,340 6,163,000 *
Richard P, Parsons(6)(8) ... .. ..o, 38,435 4,650,000 *
Robert W. Pittman(7) ... ..ot 15,309 16,377,255 *
All current representatives, directors and executive officers A

{11 persons) as a group(2),(3),(5),(6),(8) .......... 12,658,818 43,183,790 1.3%

(1)

(2)

)

(4)

(5)

(6)

Represents beneficial ownership of less than one percent of the issued and outstanding AOL Time
Warner Common Stock on January 31, 2003.

Beneficial ownership as reported in the above table has been determined in accordance with Rule 13d-3
of the Securities Exchange Act of 1934, Unless otherwise indicated, beneficial ownership represents both
sole voting and sole investment power. This table does not include, unless otherwise indicated, any shares
of AOL Time Warner Common Siock or other equity securities of AOL Time Warner which may be
held by pension and profit-sharing plans of other corporations or endowment funds of educational and
charitable institutions for which various representatives, directors and officers serve as directors or
trustees. As of January 31, 2003, the only equity securities of AOL Time Warner beneficially owned by
the named persons or group were shares of AOL Time Warner Common Stock and options to purchase
AQL Time Warner Common Stock.

Reflects shares of AOL Time Warner Cominon Stock subject to options to purchase AOL Time Warner
Common Stock issued by AQL Time Warner which, on January 31, 2003, were unexercised but were
exercisable on or within 60 days after that date. These shares are excluded from the column headed
“Number of Shares.” 144,996 of the stock options shown for Mr. Logan have been transferred 1o a
limited partnership owned by members of his family and 211,700 of .the stock options shown for
Mr. Novack have been transferred to grantor retained annmty trusts for the benefit-of members of his
family.

Includes 243,752 shares of AOL Time Warner Common Stock held by Mr. Case’s wife and
1,199,550 shares of AOL Time Warner Common Stock held by the Stephen M. Case Foundation.
Mr, Case and his wife are the sole directors of this Foundation but do not exercise day-to-day investment
authaority. Mr. Case disclaims beneficial ownership of shares held by his wife aud the Stephen M. Case
Foundation.

Includes 45,000 shares of AOL Time Warner Common Stock held by Mr. Levin’s wife and approxi-

. mately 33,877 shares of AOL Time Warner Common Stock held by a trust under the AOL Time Warner

Savings Plan for his benefit. Mr. Levin disclaims beneficial ownership ol shares held by his wife.

Includes 375 shares of AOL Time Warner Common Stock held by an trrevocable trust for the benefit of
Mr. Novack’s children, one of whom is a minor, and 325 shares of ACL Time Warner Common Stock
held by the Novack Family Foundation of which Mr. Novack and his wifc are two of nine trustees.
Mr. Novack disclaims beneficial ownership of shares held by the trust and the Novack Faml]y
Foundation.

Includes 200 shares of AOL Time Warner Comimon Stock held by Mr, Parsons’ wife and 2,000 shares of
AQL Time Wamer Common Stock held by The Parsons Family Foundation, Inc. of which Mr. Parsons
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is one of six directors, Mr. Parsons disclaims beneficial ownership of shares heid by his wife and The
Parsons Family Foundation, Inc.

© (7) Includes 1,920 shares of AOL Time Warner Common Stock held by the Pittman Family Foundation of
" which Mr. Pittman and his wife are the sole trustees and approximately 106 shares of AOL Time Warner
Common Stock held by a trust under the AOL Time Warner Savings Plan for his benefit. Mr. Pittman
disclaims beneficial ownership of the shares held by the Pittman Family Foundation.

(8) Includes (a) an aggregate of approximately 42,720 shares of AOL Time Wamner Common Stock held by
a trust under the AOL Time Wamner Savings Plan for the benefit of current directors and executive
officers of AOL Time Wamer (including 462 <hares for Mr, Case, 24,825 shares for Mr. Bewkes,
14,529 shares for Mr. Logan, 417 shares for Mr. Novack, and 946 shares for Mr. Parsons), {b} an
aggregate of 243,952 shares of AOL Time Warner Common Stock beneficially owned by certain relatives
of such persons and (c¢) an aggregate of 356,696 stock options that have. been transferred to entities for
the benefit of relatives of such persons.

Ttem 13. Certain Relationships and Related Transactions
Corporate Services

AOL Time Warner provides TWE with corporate support services and facilities (including, without
limitation, internal accounting, financial, tax, legal and similar administrative and other services) as may be
necessary or appropiiate for TWE to conduct the businesses that were contributed to TWE in the manner that
such businesses wese conducted by Time Warner and its' subsidiaries prior to the capitalization of TWE on
June 30, 1992 (the “TWE Capitalization”). As compensation and reimbursement for the cost of providing
such services and facilities, TWE paid AOL Time Warner fees in the atmount of $105 millkion, $77 million and
$74 million in 2002, 2001 and 2000, respectively. '

Option Reimbursement

Upon the exercise of options to purchase securities of AOL Time Wamer by any officer or other
employee of TWE or of any “strategic venture” of TWE, including, without limitation, Warner Japan, or of
AOL Time Wamer or any of its subsidiaries who in such capacity performs substantially all of his or her duties
on behalf of TWE or any such “strategic venture,” TWE or such “strategic venture” must reimburse AOL
Time Warner for the amount by which the market price of such securities on the exercise date exceeds the
exercise price, or with respect to options granted prior to the TWE Capitalization, the greater of the gxercise
price and the market price of such securities as of the TWE Capitalization (such reimbursement is hereinafter
called a “Stock Option Distribution”). At December 31, 2002, TWE had accrued $8 million of Stock Option
Distributions payable to AOL Time Warner. Such amount, which is not payable until the underlying options
are excrcised and then only subject to limitations on cash distributions in accordance with the TWE credit
agreement, will be adjusted in subsequent accounting periods based on changes in the quoted market prices for
the underlying securities. Such amount would increase (decrease) by approximately $54 million for each one
dollar increase (decrease) in the closing price of AOL Time Warner AOL Time Wamner Common Stock. See
Notes 10 and 11 to the TWE consolidated financial statements included herein.

Warner Japan Distribution Agreements

Concurrenily with the closing of the Warner Japan transaction, TWE and Warnes Japan entered into
distribution and merchandising agreements pursuant (o which TWE granted to Wamer Japan the right to
engage in theatrical and non-theatrical, television and home video distribution in Japan as well as the right to
engage in the lcensing and merchandising of TWE’s copyrights and trademarks in Japan. Such agireements
provide that Wamer Japan wiil receive distribution fees generally comparable to those currently received by
TWE for performing distribution services for unaffiliated third parties.
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Other Arrangements and Transactions

The TWE Partnership Agreement expressly permits Time Warmer and TWE to continue certain
arrangements and transactions that prior to the TWE Capitalization existed between Time Warner and certain
of the subsidiaries of Time Warner that contributed assets to TWE at the TWE Capitalization, 1o the exteat
that such arrangements and transactions relate to the businesses that were contributed. The TWE Partnership
Agreement also permits Time Warner to enfer into additional similar arrangements and transactions with
TWE in the ordinary course of business consistent with past practice as well as any new arrangements and
transactions with TWE on an arm’s-length basis. For additional information regarding such arrangements, see
Note 15 to TWE’s consolidated financial statements included herein and Note 16 to the AOLTW General
Partners’ consolidated financial statements included herein,

For information with respect to the revolving credit agreements between the General Partners and Time

Warner Companies, Inc., see Note 8 to the AOLTW General Partners’ consolidated financial statements
included herein,

Ttem 14. Controls and Procedures

Within the 90-day period prior to the filing of this report, TWE, under the supervision and with the
participation of its management, inchiding the Chief Executive Officer and Chief Financial Officer, evaluated
the effectiveness of the design and operation of TWE’s “disclosure controls and procedures” (as defined in
Rule 13a-14(c} under the Securities Exchange Act of [934 (the “Exchange Act”)). Based on that
evaluation, the Chief Executive Officer and the Chief Financial Qfficer concluded that TWE's disclosure
controls and procedures are effective in timely making known to them material information relating to TWE
and TWE’s consolidated subsidiaries required to be disclosed in TWE’s reports filed or submitted under the
Exchange Act. TWE has investments in certain unconsolidated entities. As TWE does not control or manage
these entities, its disclosure controls and procedures with respect to such entities are necessarily substantially
more limited than those it maintains with respect fo its consolidated subsidiaries. There have beenm no
significant changes in TWE’s internal controls or in other factors that could significantly affect the internal
controls subsequent to the date TWE completed its evaluation.

PART IV

Item 15. Exhibits, Financial Statement Schedules, and Reports On Form 8-K
(a.) (1)-(2) Financial Statements and Schedules:

The consolidated financial statements and schedules set forth in the accompanying Index to Consolidated
Financial Statements and Other Financial Information at page F-1 herein are filed as part of this report and
are incorporated herein by reference.

All other financial statement schedules are omitted because the required information is not applicable, or
because the information required is included in the consolidated financial statements and notes thereto.

{3) Exhibits:

The exhibits listed on the accompanying Exhibit Index are filed or incorporated by reference as pari of
this report and such Exhibit Index is incorporated herein by reference.

(b) Reports on Form §-K,

TWE and the AOLTW General Partners filed the following report on Form 8-K during the quarter ended
December 31, 2002 and in 2003 through March 21, 2003:

Item # Description Date

(i) 5 Reporting the closing of the Time Warner Entertainment — Decemnber 31, 2002
Advance/Newhouse Partnership restructuring.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d}) of the Securitics Exchange Act of 1934, each of the 5
Registrants has duly caused this report to be signed on its hehall by the undersigned, thereunto duly
airthorized. : :

TivE WARNER ENTERTAINMENT CoMPaNy, L.P.
By: Warner Communications Inc.,
as General Pariner

i o 4 T £

By: Is/ Wayne I1. Pace 3
Name: Wayne H. Pace :
Title: Executive Vice President and Chief Financial Officer

AMERICAN TELEVISION AND COMMUNICATIONS CORPORATION (“ATC™)
WARNER ConMMUNICATIONS INc. (“WCI”)

By fs/  WavynNe H. PACE

Name: Wayne H. Pace
Title: Executive Vice President and Chief Financial Officer

Date: March 28, 2003

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons in the capaéi}ies indicated on March 28, 2003,

Signature Title
/s/ RicHARD D. PARSONS Director of ATC and WCI and Chief Executive
(Richard D, Parsons) Officer of each Registrant (Principal Executive
Officer)
/sf Wavng H. PACE Executive Vice Pres. and Chief Financial Officer of
' (Wayne H. Pace) cach Registrant (Principal Financial Officer)
/s/ JAMES W. BARGE Senior Vice Pres. and Controller of each Registrant
(James W. Barge) (Principal Accounting Officer}
fs/ JEFFREY BEWKES Director of ATC and WCI

(Jeffrey Bewkes)

/s/ Don LOGAN Director of ATC and WC1

(Don Logan)




CERTIFICATIONS
I, Richard D. Parsons; certify that:

1. I'have reviewed this annual report ot Form 10-K of Time Wamer Entertainment Company, L.P. and
its General Partners, American Television and Communications Corporation and Warner Communications
Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a materal fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under which
such stalements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information inctuded in this
annual report, fairly present in all material respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and 1 are responsible for establishing and maintaining

disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant
and we have:

2. dcsigned such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidialjies, is made known to us by others within those entities,
particularty during the period in which this annual report is being prepared;

b. cvaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior 1o the filing date of this annual report {the “Evaluation Date”); and

c. presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evalnation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to

the registrant’s auditors and the audit committee of registrant’s board of directors {or persens performing the
equivalent function); '

a. all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have identified
for the registrant’s auditors any material weaknesses in internal controls; and

b. any fraud, whether or not materal, that involves management or other employees who have a
significant role in the registrant’s internal contrels; and

6. The registrant’s other certitying officers and I have indicated in this annual report whether or not there
were significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencies and material weaknesses.

/s/  RICHARD D. PARSONS

Name: Richard D, Parsons

Title: Chief Executive Officer
Time Warner Entertainment Compary, L.P,
American Television and Communications
Corporation
Warner Communications Inc.

Date: March 28, 2003




I, Wayne H. Pace, certily that:

t. I have reviewed this annual report on Form 10-K of Time Warner Entertainment Company, L.P. and

its General Partners, American Television and Communications Corporation and Warner Communications
Inc,;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respeets the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this annual report;

4, The registrant’s other certifying officers and I are responsible for establishing and maintaining

disclosure controls and procedures {as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant
and we have:

a. designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b. evaluated the effectivencss of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date’); and

¢. presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to

the registrant’s auditors and the audit committee of registrant’s board of directors {or persons performing the
equivalent function);

a. all significant deficiencies in the design or operation of intemal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have identified
for the registrant’s auditors any material weaknesses in internal controls; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant tole in the registrant’s internal controls; and

6. The registrant’s other certifying officers and 1 have indicated in this annual report whether or not there
were significant changes in internal controls or in other factors that could significantly affect internal controls

subsequent to the date of cur most recent evaluation, including any corrective actions with regard to significant
deficiencies and material weaknesses.

/s/ WaYNE H. PACE

Name: Wayne H. Pace

Title: Chief Financial Officer
Time Warner Entertainment Company, L.P.
American Television and Communications
Corporation
Wamer Communications Inc.

Date: March 28, 2003
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

INTRODUCTION

Management’s discussion and analysis of results of operations and financial condition {(“MD&A”) is
provided as a supplement to the accompanying consolidated financial statements and footnotes 10 help provide
an understanding of Time Warner Enfertainment Company, L.P.’s (“TWE” or the “Company”) financial
condition, changes in financial condition and results of operations. The MD&A is organized as foliows:

* Overview. This section provides a peneral description of TWE's businesses, as well as recent
developments that have either occurred during 2002 or early 2003 that the Company believes are
important in understanding the results of operations, as well as to anticipate future trends in those
operations.

* Results of operations. This section provides an analysis of the Company's resuits of operations for all
three' years presented in the accompanying consolidated staiement of operations. This analysis is
presented on both a consclidated and segment basis, In addition, a brief description is provided of
significant transactions and events that impact the comparability of the results being analyzed.

¢ Financial condition and liquidity. This section provides an analysis of the Company’s cash flows, as
well as a discussion of the Company’s outstanding debt and commitments, both firm and contingent,
that existed as of December 31, 2002, Included in the discussion of outstanding debt is a discussion of
the amount of financial capacity available to fund the Company’s future commitments, as weH as a
discussion of other financing arrangements.

* Market risk management. This section discusses how the Company manages exposure to potential

loss arising from adverse changes in interest rates, foreign currency exchange rates and changes in the
market value of investments.

* Critical accounting policies. This section discusses those accounting policies that are cousidered
important fo the Company’s financial condition and results, and require significant judgment and
estimates on the part of management in their application. In addition, all of the Company’s significant
accounting policies, including the critical accounting pelicies, are summarized in Note 1 to the
accompanying consclidated financial statements.

* Risk factors and caution concerning forward-looking statements. This section provides a description
of risk factors that could adversely affect the operations, business or financial results of the Company or
its business segments and how certain forward-looking statements made by the Company in this report,
Inciuding throughout MD&A and in the consolidated financial statements, are based on management’s
present expectations about future events and are inherently susceptible to uncertainty and changes in
circumnstances.

OYERVIEW

Description of Business

AOL Time Warner is the world’s Jeading media and entertainment company. The Company was formed
in connection with the merger of America Online, Inc. (*America Online”) and Time Warner Inc. (“Time
Warner”}, which was consummated on January 11, 2001 (the “Merger”). As a result of the Merger, America
Online and Time Warner each became a wholly owned subsidiary of AOL Time Warper.

A majority of AOL Time Warner’s interests in the Filmed Entertainment and Cable segments, and a
portion of its interests in the Networks segment, are held through Time Warner Entertainiment Company, L.P.
("TWE™). Prior to the change in ownership relating to the exercise of an option heid by AT&T Corp.
(“"AT&T”), which is discussed below, AOL Time Warner owned general and limited partnership interests in
TWE consisting of 74.4%% of the pro rata priority capital (“Series A Capital”) and residual equity capital
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
MANAGEMENT’S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION -- (Contimred)

(“Residual Capital”), and 100% of the junior priority capital (“Series B Capital”). The remaining 25.51%
limited partnership interests in the Series A Capital and Residual Capital of TWE were held by subsidiaries of
ATE&T.

During the second quarter of 2002, AT&T exercised a one-time option to increase its ownership in the
Series A Capital and Residual Capital of TWE. As a result, on May 31, 2002, AT&T’s interest in the Series A
Capital and Residual Capital of TWE increased by approximately 2.13% to approximately 27.64% and AOL
Time Warner's corresponding interest in the Series A Capital and Residual Capital of TWE decreased by
approximately 2.13% to approximately 72.36%. AT&T’s interest in TWE was acquired by Comcast Corp.
(“Comeast™) upon consummation of the merger of Comcast and AT&T's broadband businesses in November
2002.

TWE classifics its business interests into three fundamental areas: Cable, consisting principally of
interests in cable television systems; Filmed Entertainment, consisting principally of interests in Slmed
entertainment and television production; and Networks, consisting principally of interests in cable television
and broadeast network programming. TWE also manages the cable properties wholly-owned by AOL Time
Warner and the combined cable television operations are conducted under the name of Time Warner Cable.

Use of EBITDA

TWE evaluates operating performance based on several factors, including its primary financial measure
of operating income (loss) before non-cash depreciation of tangible assets, amortization of intangible assets
and impairment write-downs related to goodwill and intangible assets (“EBITDA”). TWE considers
EBITDA an important indicator of the operational strength and performance of its businesses, including the
ability to provide cash flows to service debt and fund capital expenditures. In addition, EBITDA eliminates
the uneven effect across all business segments of considerable amounts of non-cash depreciation of tangible
assets and amortization of certain intangible asscts deemed to have finite useful lives that were recognized in
business combinations accounted for by the purchase method. As such, the following comparative discussion
of the results of operations of TWE includes, among other measures, an analysis of changes in business
segment EBITDA. However, EBITDA should be considered in addition to, not as a substitute for, operating
income (loss), net income (loss) and other measures of financial performance reported in accordance with
accounting principles generally accepted in the United States. In addition, EBITDA should not be used as a
substitute for the Company’s cash flow measures {e.g., operating cash flow}, which are discussed in detail
under “Financial Condition and Liquidity.”

Recent Developments
Restructuring of TWE

In August 2002, AOL Time Warner and AT&T announced that they had agreed to restructure TWE.
The restructuring is expected to be completed on March 31, 2003. The TWE restructuring will result in the
following: (i) AOL Time Warner will acquire complete ownership of TWE’s content assels (including
Warner Bros. and Home Box Office, which will become separate, wholly owned subsidiaries of the Company);
(i) -all of AOL Time Warner's directly-owned cable television system interests will be contributed io a
separate company which will become a majority-owned subsidiary of AOL Time Warner and will be renamed
Time Warer Cable Inc. (“TWC Inc.”); (iii) TWE will become a subsidiary of TWC Inc. and will continue
to own the cable television system interests it previously owned; (iv) Comecast will receive $2.1 billion in cash,
which the Company anticipates will be funded through a new credit facility at TWC Inc. that has not yet been
established, and AOL Time Warner equity securities valued at $1.5 biliion; (v) a Comcast Trust will also
retain a 21% economic interest in the Company’s cable business, through a 17.9% direct ownership interest in
TWC Inc. (representing a 10.7% voting interest) and a limited partnership interest in TWE representing a
4.7% residual equity interest; and (vi} AOL Time Warner will retain an overall 79% economic interest in the
cable business, through an 82.1% ownership interest in TWC Inc. (representing an 89.3% voting interest) and
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
MANAGEMENT’S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION — (Continued)

a partnership interest in TWE representing a 1% residual equity interest and a $2.4 billion preferred
component: )

Based upon its 89.3% controlling voting interest in TWC Inc., AQL Time Warner will consolidate the
results of TWC Inc. for accounting purposes. At the closing of the restructuring, it is anticipated that TWC
Inc. will have approximately $8.1 billion in consolidated net debt and preferred equity, including the
$2.4 billion preferred interest held by AOL Time Warner. Subject to market and other corditions, AOTL Time
Wamer expects to complete an initial public offering of TWC Inc. common stock during 2003, It is
anticipated that the first $2.1 billion of net proceeds raised in any such offering would he used to pay off TWC
Inc. debt incurred to fund the $2.1 billion cash payment to Comeast. Thereafter, Comcast wiil have certain
priority registration rights with respect to its stake in TWC Inc. (Note 1). -

Restructuring of TWE-Advance/Newhouse and Road Runner Partnerships

Prior to August 1, 2002, the TWE-Advance/Newhouse Partnership (“TWE-A/N") was owned
approximately 64.8% by TWE, the managing partner, 33.3% by the Advance/Newhouse Partnership
(“Advance/Newhouse”) and 1.9% indirectly by AOL Time Warner. The financial position and operating
results of TWE-A/N were consolidated by TWE, and the partnership interest owned by Advance/Newhouse
was reflected in the consolidated financial statements of TWE as minority interest. In addition, prior to
August [, 2002, Road Runner, a high-speed cable modem Internet service provider, was owned by TWI Cable
Inc. (a wholly-owned subsidiary of AOL Time Warner), TWE and TWE-A/N, with TWE owning
approzimately 65% on a fully attributed basis (i.e., after considering the portion attributable to TWI Cable
and Advance/Newhouse). TWE’s interest in Road Runner was accounted for using the equity method of
accounting because of certain approval rights held by Advance/Newhouse.

On June 24, 2002, TWE and Advance/Newhouse agreed to restructure TWE-A/N, which, on August 1,
2002 (the “Debt Closing Date”), resulied in Advance/Newhouse assuming responsibility for the day-to-day
operations of certain TWE-A/N cable systems serving approximately 2.1 million subscribers located primarily
in Florida (the “Advance/Newhouse Systems™). On the Debt Closing Date, Advance/Newhouse and its
affiliates arranged for a new credit facility, which is independent of and not gnaranteed by AOL Time Warner,
to support the Advance/Newhouse Systems and assumed and repaid approximately $780 million of TWE-
A/SN's senior indebledness. As a resulf, TWE has deconsolidated the financial position and operating results of
these systems. Additionally, all prior perod results associated with the Advance/Newhouse Systems,
including the historical minority interest allocated to Advance/Newhouse’s interest in TWE-A/N, have been
reflected as a discontinued operation for all periods presented. Under the new TWE-A/N Partnership
Agreement, effective as of the Debt Closing Date, Advance/Newhouse's partnership interest tracks only the
economic performance of the Advance/Newhouse Systems, including associated liabilities, while TWE
retains substantially all of the economic interests in the other TWE-A/N assets and Habilities. The
restructuring was completed on December 31, 2002.

As part of the restructuring of TWE-A/N, on the Debt Closing Date, AOL Time Warner effectively
acquired Advance/Newhouse’s attributable interest in Road Runner, thereby increasing its ownership to
approximately 82% on a fully attributed basis. As a result of the termination of Advance/Newhouse’s minority
rights in Road Runner, TWE has consolidated the financial position and results of operations of Road Runner
with the financial position and results of operations of TWE’s Cable segment. As permitted under generally

accepted accounting principles, the Company has consolidated the results of Read Runner retroactive fo the
beginning of 2002. '

In connection with the TWE-A/N restructuring, TWE recognized a non-cash prefax gain of approxi-
mately $1.2 billion. The gain was calculated as the difference between the fair value received in the
restructuring (e.g., TWE’s increased economic interest in the TWE-A/N cable systeins remaining under the
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managenent of TWE) and the carrying value surrendered (e.g. the carrying value of TWE’s interest in the
Advance/Newhouse Systems). In order to determine fair value, in addition to internal analysis, the Company
obtained an appraisal from an independent valuation firm. The gain was mitigated because a portion of TWE's
investment in TWE-A/N that related to AOL Time Wamer’s interests was recently adjusted to {air value as
part of purchase accounting for the Merger. The gain is included as part of discontinued operations in the
accompanying consolidated statement of operations for year ended December 31, 2002,

$10 Billion Revelving Credit Facilities

In July 2002, AOL Time Warner, together with certain of its consolidated subsidiaries, including TWE,
entered into two new senior unsecured long-term revolving bank credit agreements with an aggregate
borrowing capacily of $10 billion {the *2002 Credit Agreements”) and terminated two existing bank credit
facilities with an aggregate borrowing capacity of $12.5 billion (the “Oid Credit Agreements” ), which were
scheduled to expire during 2002. The 2002 Credit Agreements are comprised of a $6 billion five-year revolving
credit facility and a $4 billion 364-day revolving credit facility, borrowings uader which may be extended for a
period up to two years following the initial term (Note 7).

Pension Funding Liability

During the fourth quarter of 2002, the Company recorded a Hability for the unfunded accumulated
benefit obligation of approximately $90 million. This liability represcnts the excess of the accumulated benefit
obligation under the Company’s qualified defined beneiit pension plans over the fair value of the plans’ assets.
In accordance with generally accepted accouniing principles, this liability was established by a charge to
shareholders’ equity, resulting in no effect to the accompanying consolidated statement of operations. In early
2003, the Company made cash contributions to plan assets of approximately $42 million, which resulted in a
funded status of approximately 75% relative to the projected bencfit obligation (Nete 11).

RESULTS OF OPERATIONS

Transactions Affecting Comparability of Results of Operations
Conselidation of Road Rununer

In August 2002, AOL Time Warner effectively acquired Advance/Newhouse's 17% indirect ownership
interest in Road Runner. As a result of the termination of Advance/Newhouse’s minority rights in Road
Runner, TWE has consolidated the financial position and results of operations of Road Runner with the
financial position and results of operations of TWE'’s Cable segment. As permitted under generally accepted

accounting principles, the Company has consolidated the results of Road Runier retroactive to the beginning
of 2002.

Discontinued Operations

As previously discussed in “Restructuring of TWE-Advance/Newhouse and Road Runner Partnerships,”
the Company's results of operations have been adjusted to reflect the results of the Advance/Newhouse
Systems as a discontinued operation for all perieds presented herein. For 2002, for the six months ended
June 30, 2002 (e.g., the most recent reported period prior to the deconsolidation), the net impact of the
deconsolidation of these systems was a reduction of Cable’s previously reported revenues, EBITDA and
operating income of $715 million, $333 million and $206 million, respectively. For the year ended
December 31, 2001, the net impact of the deconsolidation of these systems was a reduction of Cable'’s
revenues, EBITDA and operating income of $1.247 billien, $571 million and $313 million, respectively. For
the year ended December 31, 2000, the net impact of the deconsolidation of these systems was a reduction of
the Cable segment’s previously reported revenues,” EBITDA and operating income of $1.058 billion,
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$484 million and $256 million, respectively. In addition, during 2002, the Company recognized a non-cash
pretax gain of $1.2 biflion relating to the restructuring. As of December 31, 2001, the Advance/Newhouse
Systems had current assets and fotal assets of approximately $64 million and $2.7 billion, respectively, and
current Habilities and total liabilities of approximately $210 miltion and $963. million, respectively, including
debt assumed on the Debt Closing Date. '

New Accounting Principles

Tn addition to the transactions previeusly discussed, in the first quarter of 2002, the Company adepted
new accounting guidance in several areas, which are discussed below.

New Accounting Standard for Goodwill and Other Intangible Assets

During 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards No. 142 “Goodwili and Other Intangible Assets” (“FAS 1427}, which requires that,
effective January 1, 2002, goodwill, including the goodwill included in the carrying value of investnents
accounted for using the equity method of accounting, and certain other intangible assets deemed to have an
indefinite useful life, cease amortizing. The new rules also require that goodwill and certain intangible assets
be assessed for impairment using fair value measurement techniques. During the first quarter of 2002, the
Company completed its- initial impairment review and recorded a $21.763 biliion nen-cash charge for the
impairment of goodwill, substantially all of which was gencrated in the Merger. The charge reflects overall
market declines since the Merger was announced in January 2000, is non-operational in nature and is refiected

as a cumulative effect of an accounting change in the accompanying consolidated statement of operations.

(Note 2).

During the fourth quarter of 2002, the Company performed its annual impairment review for goodwilt
and other intangible assets and recorded an additional non-cash charge of $2.355 billion, which is recorded as
a component of operating income (loss) in the accompanying consolidated statement of operations. The
$2.355 billion includes charges to reduce the carrying value of goodwill at the Cable segment and reflects
current market conditions in the cable television industry, as evidenced by the decline in the stock prices of
comparable cable television companies.

The impairment charges are non-cash in nature and do not affect the Company’s liquidity or result in the
non-compliance with respect to any debt covenants contained in the Company’s 2002 Credil Agreements.

Reimbursement of “Out-of-Pocket”” Expenses

In January 2002, the FASB Staff reached a consensus on Emerging Issues Task Force ("EITEF") 1issue
No. 01-14, “Income Statement Characterization of Reimbursements Received for “Out-of-Pocket’ Expenses
Incurred” (“EITF 01-14”). EITF 01-14 requires that reimbursements received for out-of-pocket expenses be
classified as revenue on the income statement. EITF 01-14 was effective for TWE in the first quarter of 2002
and required retroactive restatermnent of all periods presented to reflect the new accounting provisions. This
change in revenue classification impacts TWE’s Cable segment. As a result of applying the guidance of EITF
01-14, TWE’s revenues and costs presented herein were retroactively increased by an equal amount of
$196 millicn in 2001 and $171 million in 2000.

Significant Transactions and Other Items Affecting Comparability

As more fully described herein and in the related footnotes to the accompanying consolidated financial
statements, the comparability of TWE’s operating results has been affected by certain significant {ransactions
and other items in each period.
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For the year ended December 31, 2002, these items included (i) a non-cash charge of $2.355 billion to
reduce the carrying value of goodwill (Note 2), (ii} non-cash charges of $363 million to réduce the carrying
value of TWE’s investments in certain unconsolidated cable television system joint ventures (Note 5) and
(iii) a $6 million gain on the sale of consolidated cable television systems, which is reflected in the ERITDA
of the Company’s Cable segment (Note 13).

For the year ended December 31, 2000, these items included (i) a $50 million charge relating to the Six
Flags Entertainment Corporation (“Six Flags”) litigation (Note 14}, (i) a net investment-related gain of
approximately $65 million, principally related to additional proceeds received in 2000 in connection with the
1999 sale of an interest in CanalSatellite, a satellite television platform servicing France and Monaco
(Note 5), (iii} a charge of approximately $35 million relating to a restructuring of the Road Runner joint
venture, originally formed with AT&T to operate Time Warner Cable’s and AT&T’s high-speed online
businesses (Note 4) and (iv) a non-cash charge of approximately $524 million shown separately in the
accompanying consolidated statement of operations related to the cumulative effect of an accounting change
in connection with the adoption of a new film accounting standard (Note 1).

2002 vs. 2001

Revenue, EBITDA and operating income (loss) by business segment are as follows:
’ Year Ended December 34,

Operating
Revenues EBITDAW ~Income (Loss)

2002 20019 2002 2001 002 20019
N {millions) :
Cable®™ ... oo s $ 5907 $ 4983  §$2333  $ 2,191 $(1,046) 3$(450)
Filmed Entertainment................ 7,682 6,889 844 691 637 219
Networks . ovvet e cannna 3,413 3,024 849 703 811 291
Corporate . ....... e e — — (34) (78) (94} {85)
Intersegment elimination ............. (577} (554) — - = =
Total o or e $16,425 $14,342 $ 3942 $ 3507 $ 308 § (31)

% ERITDA represenis operating income (loss) before depreciation expense of $1.129 billion in 2002 and $870 million in 2001, amortization expense of
$150 million in 2002 and $2.668 billion in 200 and 2n impairment write-down related to goodwill of $2.355 billion in 2002.

) Revenues teflect the provisions of EITF 01-14 that were adopted by the Company in the first quarter of 2002, which require retroactive restatement of
2001 results to reflect the new accounting provisions. As a result, the impact of EITF 01-14 was to increase revenues and costs of the Cable segment by
equal amounts of approximately $196 millien for 2001.

) The results for 2001 do not reflect the results of significant transactions i 2002, including 1he consolidation of Road Runnet, or the adoption of FAS 142
on January 1, 2002.

@ During 2002, the Company recogaized a $2.353 billion non-cash charge relaling to the impairment of goodwill at the Cable segment, which is recorded as
a component of operating Income (Note ). '

) As 2 result of Advance/ Newhouse assuming responsibility for the day-to-day operations of the Advance/Newhouss Systems in 2002, the Cable segment's

*. results reflect the deconsolidation of the operating tesults of the Advance/Newhouse Systems for all periods presented. For 2002, for the six months ended
June 30, 2002 {e.g, the most recent reported period prior to the deconselidation), the et impact of the deconsolidation of these systems was a reduction
of the Cable segment's previously reported revenues, EBITDA and operating income of $715 million, $333 million and $206 million, respectively. For
2001, the net impact of the deconsalidation of these systems was a reduction of the Cable segment’s revenues, EBITDA and operating income of
$1.247 billion, 5571 million and $313 million, respectively. In addition, the Cable segment’s EBITDA for 2002 includes a $6 miilion gain on the sale of
consolidated cable television syslems.

Cénsolidated Results

Revennes. Revenues increased to $16.425 billion in 2002, compared to $14.342 billion in 2001. The overall
increase in revenues was driven by an increase in Subscription revenues of 15% to $7.554 billion and an
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increase in Content and Other revenues of 17% to $7.676 billion. Advertising and Coemmerce revenues of
$1.195 billion in 2002 were relatively flat.

As discussed more fully below, the increase in.Subscription revenues was principally due to increases in
the number of subscribers and in subscription rates ai the Cable and Networks scgments, as well as the
consolidation of Road Runner. The increase in Content and Other revenues was principally due to increased
revenue at the Filmed Entertaiiment segment related te improved infernational theatrical and worldwide
home video results. The flat Advertising and Commerce revenues reflected an increase in advertising at the
Networks and Cable segments, offset by a decrease in commerce revenues at the Filmed Entertainment
segment, due fo the closure of the Filmed Entertainment Studic Stores.

Intersegment Revennes. TWE’s intersegment revenucs increased to $577 million in 2002 compared to
$554 miltion in 2001. Intersegment revenues principally reflected film and television product sold by the
Filmed Entertainment segment to the Networks segment and the sale of programming by the Networks
segment to the Cable segment. Since intersegment revenues are climinated in consolidation, they do not
impact the Company’s censolidated results.

EBITDA. TWE’s EBITDA increased to $3.942 billion in 2002 from $3.507 billion in 2001. The increase
was principally a result of an increase in EBITDA at the Company’s business segments, which is discussed in
detail under “Business Segment Results,” offset in part by an increase in corporate expenses.

Depreeintion Expense. Depreciation expense increased to $1.129 billion in 2002 from $870 million in
2001 principally due to increases at the Cable segment ($1.018 billion in 2002 compared to $747 million in
2001). The increase in depreciation expense at the Cable segment reflects higher levels of capital spending
related to the roll-out of digital services over the past three years resulting in increased capital spending on
customer premise equipment, which is depreciated over a shorter useful life.

Amortization Expense, Amortization expense decreased to $150 milfion in 2002 from $2.668 billion in
2001. The amortization expense in 2001 primarily reflected amortization of goodwill and other intangible
assets recorded in the Merger. The decrease in amortization expense in 2002 was due to the adoption of
FAS 142, which resulted in goodwill and certain intangible assets ceasing to be amortized.

Operating Income (Loss). TWE’s operating incorne was $308 million in 2002 compared to an operating
loss of $31 million in 2001. The improvement in operating income related to a decrease in amortization
expense, due to the adoption of FAS 142, and an increase in business segment EBITDA, which is discussed in
detail under “Business Segment Results,” offset in part by a non-cash charge of $2.355 billion to reduce the
carrying value of goodwill, as well as an increase in depreciation expense.

Interest Expense, Net. Interest expense, net, decreased to $401 million in 2002, from $530 million in
2001, due principally to lower market interest rates and lower average debt outstanding in 2002.

Other Expense, Net. Other expense, net, increased to $357 million in 2002 from $346 million in 2001,
principally due to pretax charges of $363 million to reduce the carrying value of TWE’s investmenls in certain
unconsolidated cable television joint ventures (Note 5} and the absence in 2002 of gains on the sale of
unconsolidated cable systems, offset by a reduction of losses from equity method investees, primarily related to
-reduced amortization associated with the adoption of FAS 142.

Depending upon general market conditions and the performance of individual investments in the TWE’s
portfolio, the Company may be required in the future to record additional non-cash charges to reduce the
carrying value of individual investments to their fair value for other-than-temporary declines. Any such
charges would be unrelated to the Company’s core operations and would be recorded in other expense, net
{Note 5). Excluding equity method investees, as of December 31, 2002, the fair value and carrying value of
the Company’s portfolio were $158 million and $155 million, respectively.
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Minority Interest Income (Expense). AOL Time Warner had $28 million of minority intercst expense in
2002, compared to $36 million of minority interest income in 2001. Minority interest expense in 2002
primarily reflects the adoption of FAS 142, which resulted in a reduction of amortization expense at the
Company's partially owned consolidated investees, thereby resulting in an increase in the minority interest
gxpense, as more income is attributable to minority partners. ‘

Income Tax Provision. As a U.S. partnership, TWE is generally not subject to U.S. federal and state
income taxation. Income and withholding taxes of $157 million in 2002 and $127 million in 2001, have been
provided for the operations of TWE’s domestic and foreign subsidiary corporations.

Net Loss, TWE’s net loss increased to $21.219 billion in 2002 compared to $1.032 billion in 2001. The
2002 results reflect the $21.763 billion cumulative effect of an accounting change, $1.179 billion: gain on
discontinued operations and $2.355 billion charge to reduce the carrying value of goodwill. In addition to the
impact of these items, TWE’s 2002 results benefited from a reduction in amortization expense, due to the
adoption of FAS 142, and an increase in EBITDA, offsct in part by an increase in depreciation expense.

Business Segment Results

Cable. Revenues increased 19% to $5.907 billion in 20072 compared to $4.983 billion in 2001. EBITDA
increased 6% (o $2.333 billion in 2002 from $2.191 billion in 2001. Operating loss was $1.046 billion in 2002
compared to $456 million in 2001.

Revenues increased due to a 18% increase in Subscription revenues (from $4.530 billion to $5.348 bil-
lion) and a 23% increase in Advertising and Commerce revenues (from $453 million to $559 miflion). The
increase in Subscription revenues was dug to higher basic cable rates and increases in high-speed data services
subseribers, digital cable subscribers and basic cable subscribers, as well as the impact of the consolidation of
Road Runner in 2002, In 2002, high-speed data subscribers managed by TWE increased by 63% to
2.509 million, digital cable subscribers managed by TWE increased by 36% to 3.747 million and basic cable
subscribers increased by 1.3% to 10.914 milion. In addition, total customer relationships, representing the
number of customers managed by TWE that receive at least one level of service, increased by 3% to
approximately 11.2 million as of December 31, 2002 compared to approximately 10.9 million as of
December 31, 2001 and revenue generating units, representing the total of all analog video, digital video, high-
speed data and felephony customers, increased by 14% to approximately 17.2 million in 2002 compared to
approximately 15.0 million in 200i. The Company's subscriber amounts include subscribers at both
consclidated entities and investees accounted for under the equity method of accounting, which are managed
by the Company. High speed data subscribers include residential subscribers, as well as commercial and butk
(e.g., apartment buildings and universities) subscribers. As of December 31, 2002, there were 2,426 miflion
residential and bulk subscribers, and 83 thonsand commercial subscribers. Due to their nature, commercial
and bulk subscribers are charged at different amounts than residential subscribers. if the number of
commercial and bulk high-speed data subscribers was equivalized (e.g., calculated by dividing commercial
and bulk high-speed data revenue by the average rate charged to residential customers) the Company’s total
high-speed data subscribers would have increased 63% to 2.613 million.

The increase in Advertising and Commerce sevemies was primarily related to an increase in the
intercompany sale of advertising to non-TWE business segments of AOL Time Warnes {from $37 million to
$107 million), an increase in advertising purchased by programming vendors to promiote their channels,
including new channel launches (from $87 million to $102 million) and a 6% increase in general ihird-party
advertising revenues. The Company expects intercompany advertising revenue to be minimal in 2003, The
Company also expects advertising purchased by programming vendors to decline by more than 70% in 2003
primarily due to fewer new channel Jaunches.
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EBITDA increased principally as a result of the revenue gains as well as a $6 miliion gain on the sale of
consclidated cable systems, offset in part by increases in programming and other operating costs and the
consolidation of Road Runner in 2002, The increase in video programming costs of over 20% relates to general
programming rate increases across both basic and digital services, the addition of new programming services
and higher basic and digital subscriber levels. Video programming costs have risen in recent years and will
continue to rise, although at a lower rate than during 2002, primarily due to the expiration of introductory and
promotional perjods under programming affiliation agreements, the need te procure additional quality
programming for more extensive programmiing packages, the migration of premium channels to the standard
tier, industry-wide programming cost increases (especially for sports programming) and infiation-indexed or
negotiated license fees Increases. Other operating costs increased as a result of the rofl out of new services and
Tigher property taxes associaled with the upgrade of cable plaats. The increase in operating loss was due to the
$2.355 billion goodwill impairment charge and the increase in depreciation cxpense, offset in part by an
increase in EBITDA and a decrease in amortization expense, due to the adoption of FAS 142. The Company
anticipates that EBITDA and operating income of the Cable segment in 2003 will be negatively impacted by
an approximate $18 million increase in pension expense. -

Filmed Entertainment. Revenues increased 12% to $7.682 bilkion in 2002, compared to $6.889 billion in
2001. EBITDA increased 22% to $844 million in 2002, compared to $691 million in 2001. Operating imcome
increased to $637 million in 2002, compared to $219 million in 2001.

The increase in revenue was primarily related to improved worldwide home video and international
theatrical results, offset in part by declines in television and reduced commerce revenues related to the closure
of its Studio Stores in 2001. The improved results reflect the worldwide theatrical success of Harry Potter and
the Chamber of Secrets, as well as the worldwide home video and international theatrical results of Harry
Potrer and the Sorcerer’s Stone, Ocean’s Eleven and Scooby Doo: The Movie.

EBITDA increased primarily due to the revenue increases, offset in part by higher theatrical film costs,
including higher advertising and distribution costs. Operating income increased primarily due to the EBITDA
increases and a decrease in amortization expense due to the adoption of FAS 142,

Nenvorks, Revenues increased 13% to $3.413 billion in 2002, compared to $3.024 billion in 2001.
EBITDA increased 21% to $849 million in 2002 from $703 million in 2001. Operating income increased to
$811 million, compared to $291 million in 2001.

Revenules grew primarily due to an increase in Subscription revenues at HBO, an increase in Advertising
and Commerce revenues at The WB Network and an increase in Content and Other revenues at IIBO.
EBITDA and opesating income increased due to improved results at HBO and The WB Network.

For HBO, Subscription revenues benefited from an increase in the number of subscribers and higher
rates. Content and Other revenues benefited from higher home video sales of HBO's original programming
and higher licensing and syndication revenue from the broadcast comedy series Everybody Loves Raymond.
For The WR Network, the increase in Advertising and Commerce revenues was driven by higher advertising
rates.

For HBO, the increase m EBITDA was principally due to the increase in revenues and reduced costs
relating to the finalization of certain licensing agreements, offset in part by an allowance for doubtful accounts
established on receivables from Adelphia Communications, a major cable television operator, higher write-offs
of development costs and increased programming cosis. For The WB Network, the EBITDA increase was
principally due to higher Advertising and Commerce revenues, offset in part by higher program license fees.

For HBO and The WB Network, the increase in operating income was primarily due to an increase in
EBITDA and a decrease in amortization expense, due to the adoption of FAS 142.
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2001 vs. 2000

Revenue, EBITDA and Operating income (loss) by business segment are as follows:

Vear Ended December 31

Operating

Revenues EBITDAY Tacome (Loss)
2001 2000™ 2001 2060 001 2000
{miilions)
Cable’™ e $ 4983 § 4314  $2,091  $1,960  $(456) § 951
Filmed Entertainment. ... .. oovrveienannes 6,889 6,609 691 585 219 378
Networks «.ovoveeirirenenns T 3,024 2,723 703 512 291 474
COPOTALE v oot eee e e e — — (78) (75) {85) (81)
Intersegment elimination .. ... v (554) {468) — —_ = —
Total ..o e $14,342  $13,178  $3,507  §2,982 § (31) $1,722

|

@1 ERITDA represents operating income (loss) before depreciation expense of $870 millien in 2001 and $757 million in 2000 and amortization expense of
£2.668 billion in 2001 and $503 millien in 2000.

1 Revenues reflect the pravisions of EITF 01-14 that were adepied by the Company in the first quarter of 2002, which reguire retroactive restatement of
2001 and 2000 results 1o reflect the new accounting provisions. Asa result, the impact of EITF G1-14 was 10 increase revenues and costs by equal amounts
of $196 miltion in 2001 and $171 million in 2000.

1 Asa result of Advance/Newhouse assuming respensibility for the day-10-day operations of the Advarce/ Newhouse systems in 2002, the Cable segment’s
results refect the deconsolidation of the operating results of the Advance/Newhouse Systems for all perieds presented. For 2001, the net impact of the
decansolidation of these systems was a reduction of the Cable segment’s reported revenues, EBITDA aad opesating income of $1.247 billion, $571 miltion
and $313 million, respectively. For 2000, the net impact of the deconsolidation of these systems was 2 reduction of the Cable segment’s previously
reported revenuss, EBYTDA and operating income of $1.058 bilfion, $484 million and $256 miltion, respectively.

Censolidated Results

Revenues. TWE’s revenues increased to $14.342 billion in 2001 compared to $13.178 billion in 2000. This
overall increase in revenues was driven by an increase in subscription revenues of 12% to $6.591 billion, an
increase in content and other revenues of 7% to $6.563 billion, and an increase in advertising and commerce
revenues of 4% to $1.188 billion.

As discussed more fully below, the increase in Subscription revenues was principally due to an increase in
the number of subscribers and subscription rates at the Cahble and Networks segments. The increase in
Advertising and Commerce revenuss was principally due to the increased advertising at the Cable segment
and The WB Network, partially offset by lower Commerce revenues due 1o the absence of revenues from the
Filmed Entertainment Studio Stores operations, which the Company closed in 2001, The increase in Content
and Other revenues was principally due to increased revenues at the Filmed Entertainment segment related to
the theatrical successes of Harry Potier and the Sorcerer’s Stone, Ocean’s Eleven and Cats & Dogs.

EBITDA. TWE’s EBITDA increased to $3.507 billion in 2001 from $2.982 billion in 2000. The increase
was principally a result of an increase in EBITDA at the Company’s business segments, which is discussed in
detail under “Business Segment Results”, offset in part by a slight increase in corporate expenses.

Interseginent Revenues. TWE’s intersegment revenues increased to $554 million in 2001 compared to
$468 million in 2000. intersegment revenues principally reflected film and television product sold by the
Filmed Entertainment segment to the Network’s segment and the sale of programming by the Network’s
segment to the Cable segment. Since Intersegment revenues are eliminated in consolidation, they do not
impact the Company’s consolidated resulis.

Depreciation Expense. Depreciation expense increased to $870 million in 2001 from $757 million in 2000.
The increase in depreciation expense of $113 miilion primarily refates to an increase at the Cable segment due
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to higher levels of capital spending related to the rollout of digital services over the last several years and
increased capital spending on equipment that varies with the number of new subscribers and is depreciated
over a shorter life.

Amortization Expense. Amortization expense increased o $2.668 biltion in 2001 from $503 million in
2000. The inérease in amortization expense primarily relates to goodwill and other intangible assets recorded
in the Merger. '

Operating Income (Less). TWE's operating loss was $31 miliien in 2001, compared to operating income
of $1.722 hillion in 2000. The decrease primarily related to an increase in both depreciaticn and amortization
expense, which is discussed above, offset in part by an increase in EBITDA,

Interest Expense, Net. Interest expense, net, decreased to $530 million in 2001, from $612 million in
2000, principally due to lower market interest rates in 2001,

Other Expense, Net, Other expense, net, increased to $346 million in 2001 from $228 million in 2000 due
primarily to higher losses from cquity method investees, related to the amortization of goodwill included in the
carrying value of such investments, which resulted from the Merger, offset in part by gains on the sale of
unconsolidated cable television systems in 2001.

Minority Interest Income. Minority interest income decreased to 336 million in 2001, compared to
$82 million in 2000. Minority interest income decreased principally due to the higher allocation of losses in
2000 to a minority partner in The WB Network.

Income Tax Provision. As a US. partnership, TWE is generally not subject to U.S. federal and state
income taxation. Income and withholding taxes of $127 million in 2001 and $157 million in 2000 have been
provided for the operations of TWE’s domestic and foreign subsidiary corporations.

Net Income (Loss}. TWE’s net loss was $1.032 billion in 2001, compared to net income of $229 million
in 2000. The decrease was primarily due to higher depreciation and amortization expense, offset in part by an
increase in business segment EBITDA and the absence in 2001 of the cumulative effect of an accounting
change recognized in 2000.

Business Segment Results

Cable. Revenues increased to $4.983 billion in 200%, compared to $4.3[4 billion in 2000. EBITDA
increased to $2.191 billion in 2001 from $1.960 bitlion in 2000. Operating loss was $456 miltion in 2001,
compared to operating income of $951 million in 2000, '

Revenues increased due 1o a 14% increase in Subscription revenues (from $3.975 billion to $4.530 bil-
lion) and a 34% increase in Advertising and Commerce revenues (from $339 million to $453 million). The
increase in Subscription revenues was due to higher basic cable rates, an increase in subscribers to high-speed
oaline ervices, an increase in digital cable subscribers and to a lesser degree a marginal increase in basic cable
subscribers. The increase in Advertising and Commerce revenues was primarily related to advertising
purchased by programming vendors to promote their channel faunches, the sale of advertising to other non-
TWE business segments of AOL Time Warner and a general increase in advertising sales.

EBITDA increased principally as a result of the revenue gains and improved margins related to the high-
speed online services, offset in part by a greater than 20% increase in programining costs related to general
programming rate increases acrnss both the basic and digital scrvices and the rol-out of digital services,
including the addition ol new channels that are available only in the digitat service. The decrease in operating

income primarily relates to an increase in depreciation and amortization expense, offset in part by an increase
in EBITDA.
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Filmed Entertainment. Revenues increased to $6.889 billion in 2001, compared 10 £6.609 biltion in 2000
ERITDA increased 10 $691 million 2001 from $585 million in 2000. Operating income decreased to
$219 miltion in 2001, compared io $378 million in 2000.

Revenues increased related to ihe iheatrical snccesses of Harry Potter and the Sorcerer's Stone (eean’s
Eleven and Cais & Dogs. Revenues atso benefited from the increased domestic distribution .of theatrical
product, principally due to higher DVD sales, and syndication revenues to broadcast Friends. This benefit was
offset in part by lower revenues in Warner Bros. retail operations, related to the closure of its Studio Stores.
ERITDA increased principally due to the increased TEVENUCS, reduced losses from the closure of the Studio
Store operations and reduced expenses for onling developmeni, offset in part by higher film costs, including
higher advertising and distribution costs, because of an increase in the performance, gurnber and timing of new
{heatrical releases in comparisen to the prior year. Operating income decreased principaily due to an increase
in amortization expense, offset in part by an increase in EBITDA. '

Networks. Revenucs increased to §3.024 pillion in 2001, compared 1o $2.723 billion in 2000. EBITDA
increased to $703 miltion in 2001 from 532 millior in 2000, Operating income decreased to $291 million in
2001, compared to §474 million I 2000.

Revenues grew primarily due to an increase in Qubscription revenues and an increase in Content and
Other revenues: at ABO and an increase in Advertising and Commerce 1evenucs at The WB Network. For
HBO, Subscription sevenues benefited from an increase in the number of cubscribers and higher rates.
Content and Other revenues benefited from higher home video sates of TIBO's original programming. For The
WB Network, the increase’ in Advertising and Corfimerce 1evenues was driven by increased advertising rates
and ratings in key demographic groups. For HBO, the increase in EBITDA was principally due 10 the increase
in revenues and increased cast savings from HBO’s overhead cost management program. Tor The WB Net-
work, the EBITDA improvement was principally due (o the increase in Advertising and Commerce revenuss.

Operating jncome decreased principally due to an InCcIease in amortization expense, offset in part by an
increase in EBITDA.

FINANCIAL CONDITION AND LIQUIDITY
December 31, 2002

Current Financial Condition

At December 31, 2002, TWE had approximatcly $7.0 biflion of debt, $1.0 billion of cash and equivalcnts
(et debt of approximatcly $6.0 billion, defined as total debt Jess equivatents) and $37.1 billion of partaers’
capital. This compares to approximately $3.1 biltion of debt, $250 million of cash and equivalents {net debt of
approximately $7.8 billion} and $65.4 billion of partners’ capital at December 31, 2001

in January 2003, pursuant o 2 previously negotiated agreement and as previously disclosed, TWE
acquired an additional 11% interest in The WB Network from certain executives of The WB Network, for
$12% million in cash. The Company also made cash contributions to its defined benefit pension plan of
$42 million in January 2003. :

As discussed in more detail below, management believes that TWE’s operating cash flow, cash and
equivalents, borrowing capacity undes its credit agreements, including agreements with AOL Time Warner
and availability under its commercial paper program are sufficient to fund its capital and liquidity needs for
the foreseeable fubure.
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Cash Flows
Operating Activities

TWE’s cash provided by operating activities amounted to $4.012 billion in 2002 compared to §$2.585 bil-
fion in 2001. The growth in cash flows from operations related to a $829 million improvement in working
capital, an increase of $435 million in EBITDA and a reduction in both taxes and interest paid. The
improvements in working capital are-related to reduced working capital needs in the cutrent period compared
to increased working capital needs in the prior period. Working capital needs are subject to wide fluctuations
based on the timing of cash’transactions related to production schedules, the acquisition of programming,
collection of sales proceéds and other similar items. The current period benefits may reverse in future periods.

Cash provided by operations of $4.012 billion in 2002 reflected $3,942 Bi_l_iidn of EBITDA, less
$381 million of net interest paymenis and $153 million of net taxes paid. Cash flow from operations also
reflects a reduction in other working capital requirements of $604 million.

Cash provided by operations of $2.585 billion i 2001 reflected $3,507 billion of EBITDA, less
§527 miltion of net interest payments and $170 million of net taxes paid. Cash flow from operations also
reflects an increase in other working capital tequirements of $225 million.

Investing Activities

Cash used by investing activitics was $2.107 billion in 2002, éompared to $2.908 billion 2001. The
decrease principally resulied from a decrease in cash used for acquisitions and investments, primarily related
to reduced cash payments made in connection with funding of equity method investments.

Cash used by iﬂvcsting activities of $2.107 billion in 2002 reflected $29’:’ fi}ill_ion of cash used for
acquisitions and investments and $1.895 billion of total capital expenditures, offsét in part by $85 million of
proceeds received from the sale of investments. ' '

Cash used by investing activities of $2.90% billion in 2001 reflected $931 million of cash used for
acquisitions and investments and $2.012 billion of total capital expenditures, offset in part by $35 million of
proceeds received from the sale of investments.

Financing Activities

Cash used by financing activitics was $1.143 billion in 2002, compared {0 cash provided by financing
activities of $267 million in 2001. The increase in cash used in financing activities in 2002 primarily resulted
from net payments made on borrowings in 2002, compared 10 net borrowings in 2001, and an increase in total
distributions. ‘

Cash used by financing activities was $1.143 billion in 2002 primafily reflected nei incremental debt
repayments of $589 million and $538 million of total capital and other distributions.

Cash provided by financing activities of $267 million in 2001 primarily reflected net incremental
borrowings of $685 million and $418 million of capital and othet distributions.

Capital Expenditures

TWE’s overall capital spending for 2002 was $1.895 billion, @ decrease of $117 million from capital
spending in 2001 of $2.012 billion. Capital expenditures {rom continuing operations were $1.689 billion in
2002 compared to $1.604 biltion in 2001, TWE's total capital spending and the increase in capital spending
from continuing operations is due principatly to the Cable segment. Over the past three years, the Cable
segment has been engaged in a plan to upgrade the technological capability and seliability of its cable
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From time to time the Company hag entered into arrangements with investors in which certain films are
sold and leased back. The sale-leaseback of the films allows the investors to claim certain international tax
benefits of ownership of the film master negatives while the Company maintains control over all exploitation
rights and privileges to the fims. Such entities are capitalized with the investors’ capital and debt and the
investars participate in all of the profits or losses of the entities. The present value to these entities of the future
revenue streams attributable to these transactions is §1.3 billion as of December 31, 2002. The Company does
1ot consolidate nor participate in the operating results of the entities. The Company retains certain proceeds of
the transactions as consideration for entesing into the salc-leaseback transactions, and records the considera-
tion received as a rednction of corresponding film costs. The benefit to the Company from these transactions
that was recognized as a reduction to fitm cost amortization in 2002 totaled $47 million.

Raiing Triggers and Financial Covenants

Each of the Company’s bank credit agreements and financing arrangemnents with SPEs, contain
customary covenants. A breach of such covenants in the bank credit agreements that continues beyond any
grace period can constitute a default, which can limit the abifity to borrow and can give rise to a right of the
lenders to terminate the facility and/or require immediate payment of any outstanding debt. A breach of such
covenants in the financing arrangements with SPEs that continues beyond any grace period can constitute a
termination event which can limit the facility as a future source of liquidity; bowever, there would be no claims
on the Company for the receivables or backlog contracts previously sold. Additionally, in the event that the
Company’s credit ratings decrease, the cost of maintaining the bank credit agreements and facilities and of
horrowing increases and, conversely, if the ratings improve, such costs decrease.

As of December 31, 2002 and through the date of this filing, the Company was in compliance with all
covenants. Management does not foresce that the Company will have any difficulty complying with the
covenants currently in place in the foresecable Tuture. As discussed in more detail in Note 1 10 the
accompanying consolidated financial statements, the Company fook a one-time, non-cash charge of
$21.763 billion upon adoption FAS 142. In addition, TWE took a non-cash charge of $2.355 billion in the
fourth quarter of 2002 to reduce the carrying value of goodwill and other intangible assets. This charge did not
result in a violation of any of the Company’s covenants.

During 2003, the Company received unanimous consent from its bank group to amend its 2002 Credit
Facilities. The amendment will, among other changes, replace the Company's covenant 1o maintain at least
$50 billion of GAAP net worth with an interest coverage covenant of 2.0 times cash interest ¢xpense. The

amendment will be effective upon the closing of the TWE restructuring.

Contractual and Other Obligations

Firm Commilments

In addition to the above financing arrangements, the Company has commitments under certain firm
contractual arrangements (“firm commitments”) to make future payments for goods and services. These firm
commitments secure the future rights to various assets and services to be used in the normal course of
operations. For example, the Company is contractually committed to make certain minimum lease payments
for the use of property under operating lease agreements. 1n accordance with current accounting rules, the
future rights and obligations pertaining to firm commitments contracts are not reflected as assels or Jiabilities
on the accompanying consolidated balance sheet.
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The following table summarizes separately the Company’s material firm commitments at December 31,
2002 and the timing and effect that such obligations are expected to have on the Company's Hquidity and cash
flow in future periods. In addition, the table reflects the timing of principal payments on outstanding debt,
which has been previously discussed under “Outstanding Debt and Available Financial Capacity.” The
Company expects to fund the firm comimitments with operating cash flow generated in the normal course of
business.

. . 2007
Firm Cominitnents and Qutstanding Debt _ 2003 2004-2006 and thereafter Total
‘ {mitlions)
Programming and production deals ..................... $2,178  $5,076 $ 5,455 $12,709
Operating 1eases .. .. ..o vvanenein e 144 388 947 1,479
Qther firm commitments ............. J 163 57 10 230
Total firm commitments . . ... .o v $2,485 $5,521 $ 6,412 $14,418
Total principal outstanding on long-term debt .......... — 2,370 4,367 6,137
Total firm commitments and outstanding debt ......... $2,485 $7.891 $10,779 $21,155

Following is a description of TWE's firm commitments at December 31, 2002;

+ The Networks segment (HBO and The WB Network) enters inio agreements with movie studios to air
movies they produce. In addition, the Cable segment enters into commitments to purchase program-
ming from cable network providers to provide service to its subscribers (e.g. programming deals). The
commitments represent an estimate of future programming costs based on per subscriber rates
contained in contracts existing as of December 31, 2002 applied to the number of comsolidated
subscribers on that date. Such amounts are subject to variability based on changes in the number of
future subscribers, the extension of existing contracts, and the entering into of new contracts. These
arrangements are collectively referred to as programming and production deals.

+ Operating lease obligations primarily relate to the minimum lease rental obligations for the Company’s
real estate and operating equipment in various locations around the world.

+ Other firm commitments include obligations to actors and directors. In addition, other firm commit-

" ments includes a payment of $128 million made in January 2003 to acquire an additional 11% interest
in The WB Network.

Contingent Commilments

The Company also has certain contractual arrangements that would require the Company to make
payments or provide funding if certain circumstances occur (“contingent commitments™). For example, the
Company has guaranteed certain lease obligations of joint venture investees. In this circumstance, the
Company would be required to make payments due under the lease to the lessor in the event of default by the
joint venture investee. The Company does not expect that these contingent commitments will result in any
material amounts being paid by the Company in the foreseeable future.

The following table summarizes separately the Company’s contingent commitments at December 31,
2002. The timing of amounts presented in the table represents when the maxirmnum contingentl comnmitment
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will expire and does not necessarily mean that the Company expects o incur an obligation to make any

payments during that timeframe.
Txpiration 6f Commifnents

Total 2007
Nature of Contingent Commitmenis Conymitments 2003 2004-20006 and thereafter
(millions)
GUaTAntees . . .0 v et e IR $2,637 $62 $444 $2,131
Letters of credit and other contingent commitments ...... 110 3 1 161
Total contingent COMMIMENES .. oooovveremrrmeeres $2,807 $70 $445 $2,292

Following is a description of the Company’s contingent commitments at December 31, 2002:

» Guarantees include guarantees the Company has provided on certain lease and operating commitments
entered into by formerly owned entities and joint ventures in which TWE is a venture partner.

. The Cable segment provides letiers of credit for several of its joint ventures. Should these joint
ventures default on their debts, TWE would be obligated to cover these costs to the extent of the letters
of credit. In addition, the Compainy provides for letters of credit and surety bonds related to Insurance
premiums and the Cable segment provides for letters of credit and surety bonds that are required by
ceriain local governments when cable is being installed.

Guarantees

In November 2002, the FASB issued Interpretation No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantecs, Including Indirect Guarantees of Indebtedness of Others” (“FIN 457). FIN
45 requires that a liability be recorded in the guarantor’s balance sheet upon issuance of a guarantee. In
addition, FIN 45 requires disclosures about the guarantees that an entity has issued, including a reconciliation
of changes in the entity’s product warranty liabilities. The initial recognition and initial measurement
provisions of FIN 45 are applicable on a prospective basis to guarantees issued or medified after December 31,
2002, irrespective of the guarantor’s fiscal year-end. The initial recognition and initial measurement provisions
of FIN 45 are not expected to have a material impact on the Company's consolidated financial statements.
The disclosure requirements of FIN 45 are effective for financial statements of interim or annual periods
ending after December 13, 2002; therefore, the Company has modified its disclosures herein as required.

Equity Method Investments

Except as otherwise discussed above, TWE does not guarantee the debt of any of its investments
accounted for using the equity method of accounting. However, for certain of these investments, TWE may
continue to provide funding in excess of amounts currently invested.

Filmed Entertainment Backlog

Backlog represents the amount of future revenue not yet recorded from cash contracts for the licensing of
theatrical and television product for pay cable, basic cable, network and syndicated television exhibition.
Backlog for Warner Bros. was approximately $3.2 billion at December 31, 2002, compared to approximately
$3.5 billion at December 31, 2001 (including amounts relating to the licensing of film product to TWE's
Networks segment of approximatety $405 million at December 31, 2002 and approximately $433 millicn at

December 31, 2001).

Because backlog generally relates to contracts for the Jicensing of theatrical and televiston product which
have already been produced, the recognition of revenue for such compieted product is principally only
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dependent upon the commencement of the availability period for telecast under the terms of ihe related
licensing agreement. Cash licensing fees are collected periodically over the term of the related licensing
agreements or, as referenced above and discussed in more detail in Note 7 to the accompanying consclidated
financial statements, on an accelerated basis using a $500 million securitization facility. The portion of backlog
for which cash has not already been received has significant off-balance sheet asset value as a source of future
funding. OF the approximately $3.2 billion of backlog relating to Warner Bros. as of December 31, 2002, TWE
has recorded $694 miltion of deferred revenue on the accompanying consolidated balance sheet, representing
cash received through the wtilization of the sccuritization facility and other advanced payments. The backlog
excludes filmed entestainment advertising barter contracts, which are also expected to result in the future
realization of revenues and cash through the sale of advertising spots rceeived under such contracts.

MARKET RISK MANAGEMENT

Market risk is the potential loss arising from adverse changes in market rates and prices, such as interest
rates, foreign currency exchange rates and changes in the market value of invesiments.

Interest Rate Risk

TWE has entered into variable-rate debt that, ai December 31, 2002, had an ouistanding balance of
approximately $1.458 billion. Based on TWE’s variable-rate obligations outstanding at December 31, 2001,
each 25 basis point increase or decrease in the level of interest rates would, respectively, increase or decrease
TWE’s annual interest expense and related cash payments by approximately $4 million. Such potential
increases or decreases are based on certain simplifying assumptions, including a constant level of variable-rate
debt for all maturities and an immediate, across-the-board increase or decrease in the level of interest rates
with no other subsequent changes for the remainder of the period. ‘

TWE has entered into fixed-rate public debt that, at December 31, 2002, had an outstanding balance of
approximately $3.394 billion and a fair value of $3.610 billion. Based on TWE’s fixed-rate debt obligations
outstanding at December 31, 2001, a 25 basis point increase or decrease in the level of interest rates would
decrease or increase the fair value of the fixed-rate debt by approximately $8 million. Such potential increases
or decreases are based on certain simplifying assumnptions, including a constant level and rate of fixed-rate
debt for all securitics and an immediate across-the-board increase or decrease in the level of interest rates with
no other subsequent changes for the remainder of the period.

Toreign Currency Risk

AOL Time Warner uses foreign exchange contracts primarily to hedge the risk that unremitted or {future
ticense fees owed to TWE domestic companies for the sale or anticipated sale of U.S. copyrighted products
abroad may be adversely affected by changes in foreign currency exchange rates, Similarly, the Company
enters into foreign exchange contracts to hedge film production costs abroad. As part of its overall sirategy to
manage the level of exposure to the risk of foreign currency exchange rate fluctuations, AOL Time Warner
hedges a portion of its foreign currency exposures anticipated over the ensuing fifieen-month period, including
those related to TWE. At December 31, 2002, AOL Time Warner had effectively hedged approximately 75%
of TWE’s estimated net foreign currency exposures that principally relate to anticipated cash flows to be
remitted to the U.S. over the ensuing fifteen-month period (the “hedging period”). The hedging period covers
revenues expected to be recognized over the ensuing twelve-month period, however, there is often a lag
between the time that revenue is recognized and the transfer of foreign-denominated revenues back into U.S.
dollars, therefore, the hedging period covers fifieen months. To hedge this exposure, AOL Time Warner uses
foreign exchange contracts that generally have maturities of three months to fiftcen months providing
continuons coverage throughout the hedging period. TWE is reimbussed by or reimburses AOL Time Warner
for AOL Time Warner contract gains and losses refated to TWE's foreign currency exposure. At Decem-
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ber 31, 2002, AOL Time Wamer had contracts for the sale of $1.588 billion and the purchase of §1 .341 billion
of foreign currencies -at fixed rates. Of AOL Time Warner's $247 million net sale contract -position,
$811 million of foreign currency exchange sale contracts and $732 million of the foreign exchange purchase
contracts related to TWE's foreign currency cxposure, including net contracts-for the sale of $73 million
Canadian dollars, $65 million of Japanese yen and $176 million of European currency and for the purchase of
$203 million of the British pound. At December 31, 2001, TWE had contracts for the sale of $320 mitlion and
the purchase of $130 million of foreign currencies at fixed rates at December 31, 2001,

Based on AOL Time Warner's cutstanding foreign exchange cgifltracts related to TWE’s exposure at
December 31, 2002, each 5% devaluation of the U.S. dollar as compared fo the level of forcign exchange rates
“for currencies under coniract at December 31, 2002 would result in approximately $4 million of net unrealized
losses on foreign exchange contracts. Conversely, a 5% appreciation of the U.S. dollar as compared to the level
of foreign exchange rates for currencies under contract at December 31, 2002 would result in $4 miltion of net
unrealized gains on contracts. Consistent with the nature of the economic hedge provided by such foreign
exchange contracts, such unrealized gains or josses largely would be offset by corresponding decreases or
increases, respectively, in the dollar value of future. foreign currency license fee payments that would be
received in cash within the hedging period from the sale of U.S. copyrighted products abroad.

Equity Risk

~ The Company is exposed to market risk as it relates to changes in market value of its investments. The
Company invests in equity instruments of public and private companies for operational and strategic business
purposes, many of which are Internet and technology companies. These securities are subject to significant
fluctuations in fair market value due 1o volatility of the stock market and the industdes in which the
companies operate. These securities, which are classified in “Investments, including available-for-sale
securities” on the accompanying consolidated balance sheet, include equity-method investments, investments
in private securities, available-for-sale securities, restricted securities and equity derivative instruments. As of
December 31, 2002, the Company had $16 million of cost-method investments, primarily relating to private
equity securities, $142 million of fair value investments, including $141 miltion of investments in public equity
securities held for purposes other than trading and $1 million of equity derivative instruments, and

$2.345 billion of investments accounted for using the equity method of accounting.

CRITICAL ACCGUNTING POLICIES

The Securitics and Exchange Commission (“SEC”Y has recently issued Financial Reporting Release
No. 60, “Cautionary Advice Regarding Disclosure About Critical Accounting Policies” (“FRR 607}, suggests
companies provide additional disclosure and commentary on those accounting policies considered most
critical. FRR 60 considers an accounting policy to be critical if it is important to the Company’s financial
condition and results, and requires significant judgment and estimates on the part of management in its
application. TWE believes the following represent the critical accounting policies of the Company as
contemplated by FRR 60. For a summary of all of the Company’s significant accounting policies, are included
in see Note 1 to the accompanying consolidated financial statements.

Accouniing for Goodwill and Other Intangible Assets

During 2001, the FASB issued FAS 142, which requires that, effective January 1, 2002, goodwill,
including the goodwill included in the carrying value of investments accounted for using the equity method of
accounting, and certain other intangible assets deemed to have an indefinite useful life, cease amortizing.
FAS 142 requires that goodwill and certain intangible assets be assessed for impairment using fair value
measurement techniques. Specifically, goodwill impairment is determined using a two-step process. The first

step of the goodwill impairment test is used to identify potential impairment by comparing the fair value of a
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reporting unit- {generally, the Company’s operating segiment} with its net book value (or carrying amount),
including goedwill, If the fair valre of a reporting unit exceeds its carrying amount, goodwill of the reporting
unit is considered not impaired and the second step of the Impairment test is.unnecessary. If the carrying
amount of a reporting unit exceeds its fair value, the second step of the goodwill impairment test is performed
to measure the amount of impairment loss, if any. The second step of the goodwill impairment test compares
the implied fair value of the reporting unit’s goodwill with the carrying amount of that goodwill. If the carrying
armount of the reporting unit’s goodwill-exceeds the implied fair valne of that goodwill, an lmpairment loss is
recognized in an amount equal to that excess. The implied fair value of goodwill is detesmined in the same
manner as the amount of goedwill recognized in a business combination. That is, the fair value of the reporting
unit is allocated to alt of the assets and liabilities of that unit (including any unrecognized intangible assets) as
If the reporting unit had been acquired in a business combination and the fair value of the reporting nnit was
the purchase price paid to acquire the reporting unit. The impairment test for other intangible assets consists
of a comparison of the fair value of the infangible asset with its camrying value. I the carrying value of the
intangible asset exceeds its fair value, an impairment Joss is recognized in an amount equal to that excess.

Determining the fair value of a reporting unit under first step of the goodwill impairment test and
determining the fair value of individual assets and liabilities of a reporting unit (including unrecognized
intangible assets) under the second step of the goodwill impairment fest is judgmental in nature and often
involves the use of significant estimates and assumptions. Similatly, estimates and assumptions are used in
determining the fair value of other intangible assets, These estimates and assumptions could have a significant
impact on whether or not an impairment charge is recognized and also the magnitude of any such charge. To
assist in the process of determining goodwill impairment, the Company obtains appraisals from independent
valuation firms. In addition to the use of independent valeation firms, the Company performs internal analyses
and considers other market information that is publicly available. Estimates of fair value are primarily
determined using discounted cash flows and market comparisons and recent transactions. These approaches
use significant estimates and assumptions including projected future cash flows (including timing), discount
rate reflecting.the risk inherent in future cash flows, perpetual growth rate, determination of appropriate

market comparéb[es'and the determination of whether a premium or discount should be applied to
comparables.

During the first quarter of 2002, upon adoption of IFAS 142, the Company completed its initial
impairment review and recorded a $21.763 billion non-cash pre-tax charge for the impairment of goodwill,
substantially all of which was generated in the Merger. During the fourth quarter of 2002, the Company
performed its anaual impairment review and recorded an additional $2.355 billion charge to reduce the
carrying value of goodwill. The $21.763 billion charge is reflected as a cumulative effect of an accounting
change and the $2.355 billion charge is reflected as a component of operating income in the accompanying
consolidated statement of operations.

As previously discussed, the TWE’s $2.355 billion goodwill impairment charge recognized in the fourth
quarter of 2002, reflected the fair value of the Company’s operating divisions as of December 31, 2002. As
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encouraged by FRR 60, the following table illustrates the hypothetical goodwill impairment charge assuming
both an increase and decrease in the fair value of each of the Company’s operating divisions by 10%.

Assuming 10% Actual 4™ Quarter Assuming 10%
Increase in ¥air Value Tmpairment Charge Deevease in Fair Yalue
\ {(millions)

Cable™ ....... U $2,355 $2,355 $2,355
. Filmed Entertainment .....: N — — =
\ Networks .. ovvvvememsrremrrors — — 369

Total. oo $2,355 $2,355 $2,724

@) Assuming a decline in fair value of 10% would not impact the amount of goodwill impairment because the carrying ameunt of goodwill was reduced 1o

610 as a result of the actval fourth quarter impairment charge. The analysis does not consider any petential impairments relating Lo indefinite lived
intangibles. -

Tnvestments

The Company’s investments comprise of fair value investments, including available-for-sale investments,
{nvestrents accounted for using the cost method of accounting and investments accounted for using the equity
| method of accounting. A judgmental aspect of accounting for investments involves determining whether an
‘ other-than-temporary decline in value of the investment has been sustained. If it has been determined that an

investment has sustained an other-than-temporary decline in value, the investment is written down to its fair
i value, by a charge to garnings. Such evaluation is dependent on the specific facts and circumstances. Factors
i that are considered by the Company in determining whether an other-than-temporary decline in value has

occurred include: the market value of the security in relation to its cost basis; the financial condition of the

investee; and the intent and ability to retain the investment for a sufficient period of time to allow for recovery
in the market value of the investment.

In evaluating the factors above for available-for-sale securities, management presumes a decline in value
; to be other-than-temporary if the quoted market price of the security is 20% or more below the investment’s
\ cost basis for a period of six months or more {the “20% criteria””} ot the quoted market price of the security is
N 50% or more below the sccurity’s cost basis at any quarter end (the “50% criteria”). However, the
presumption of an other-than-temporary decline in these instances may be OveTCOMS if there is persuasive
- cvidence indicating that the decline is temporary in nature (e.g., Strolg operating performance of investee,
1 historical volatility of investee, otc.). Additionally, there may be instances where impairment losses are
recognized even if the 20% and 50% criteria are not satisfied (e.8., plan to sell the security in the near term and

the fair value is below the Company’s cosi basis). )

For investments accounted for using the cost or equity method of accounting, management evaluates
information (e.g., budgets, business plans, financial statements, etc.) in addition to quoted market price, if
: any, in determining whether an other-than-temporary decline in value exists. Factors indicative of an other-
v than-temporary decline include recurring operating losses, credit defanlts and subsequent rounds of financings

- at an amount below the cost basis of the investment. This list is not all inclusive and management weighs all

quantitative and qualitative factors in determining if an other-than-temporary decline in value of an
investment has occurred.

While TWE has recognized all declines that are believed to be other-than-temporary, which were not
material in 2002, it is reasonably possible that individual investments in the Company’s portfolio may
experience an other-than-temporary decline in vatue in the future if the underlying invesiee experiences poor
operating results or the U.S. equity markels experience future broad declines in value.
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Revenue and Cost Recognition

There are t\}f‘o areas related to revenue and cost recognition which incerporate significant judgment and
estimates by management — the accounting for multiple-element arrangements and the amortization of film
costs resulting from the determination of revenue ultimates under the film accounting rulcs.

Multiple-Element Transactions
Multiple-Element transactions within TWE fall broadly into two categories:

1. Contemporaneous purchases and sales. In these trénsactions, TWE is selling a product or service to a

customer and at the same time purchasing goods or services from that customer or making an investment in
the customer;

2. Sales of multiple products or services. In these transactions, TWE is selling multiple products or services to
a counterparty.

Contemporaneous Purchases and Sales -

In the normal course of business, TWE enters into transactions where it is purchasing a product, service
or making an investment in a veridor and at the same time it is negotiating a contract for the sale of advertising
to the vendor. For example, when negotiating programming arrangements with cable networks, TWE will, at
timés, simultancously negotiate for the sale of advertising to the cable network, This arrangement may be
documented in one contract or may be documented in two separate confracts; whether there are one or two
contracts, these arrangements are negotiated simultanecusly, In accounting for these arrangements, TWE
looks to the guidance contained in the following authoritative literature:

* APB Opinion No. 29, “Accounting for Nonmonetary Transactions” (APB 29); and
* EITF 01-09, “Accounting for Consideration Given by a Vendor to-a Customer™ {EITF 01-09).

TWE measures these transactions based on the respective fair values of the goods or services purchased
and the goods or services sold. If TWE is unable to determine the fair value of one or more of the element(s)
being purchased, then revenue recognition is limited to the total consideration received for the products or
services sold less the amounts paid that can be supported. For example, if TWE sells advertising to a customer
for $10 million in cash and contemporaneously enters into an arrangement to acquire software for $2 million
from the same customer, but fair value for the software cannot be refiably determined, TWE would limit the
amount of revenue recognized related to the advertising sold to $8 million. As another example, if TWE sells
advertising to a customer for $10 million in cash and contemporaneously invests $2 million in the equity of
that same customer, but fair value for the equity investment is only determined to be $1 million, TWE would
limit the amount of revenwe recognized related to the advertising sold to $9 million. Accordingly, the

judgments made in accounting for these arrangements impact the period revenues, expenses and net income
over the term of the contract.

In applying the abave guidance, one of the key judgments is determining the fair value of the respective
elements. In determining the fair value of the respective elements, the TWE refer to quoted market prices,
historical transactions or comparabie cash transactions. For example, in determining the fzir value of a non-
publicly traded equity security purchased at the same time TWE sells a good or a service to an investee, TWE
would look to what other investors, which do not have other contemporanecus transactions, have paid in the
most recent round of financings with the investee. If the investment is publicly traded, fair value would be
determined by reference to quoted market prices. In addition, the stated terms of a transaction are considered

to be at fair value to the extent that price protection in the form of most favored nation clauses or similar
provisions has been received.
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Finally, in a contemporaneous purchase and sale transaction, evidence of fair vatue for one element of a
transaction will provide support for the fair value of the other clement of a transaction. For example, if TWE
sells advertising to a customer and contemporaneously invests in the equity of that same customer, evidence of
the fair value of the investment would implicitly support the fair value of the advertising sold since there are
only two elements in the arrangement.

Sales of Multiple Products or Services

TWE’s policy for revenue recognition in instances where there are multiple elements being sold at the
same time to the same counterparty is in accordance with the Frequently Asked Question Guide on SAB 110
and is similar to the principles underlying the recently finalized EITF Issue No. 00-21, “Accounting for
Revenue Arrangements with Multiple Deliverables.” Specifically, if TWE enters into sales contracts for the
sale of multiple products or services, then they evaluate whether or not they have objective fair value evidence
for each element of the transaction. If objective fair value evidence for each clement of the transaction exists,
then each element of the transaction is accounted for independently as it is being delivered based on the
relevant revenue recognition accounting policies. However, if the objective fair value for one or more elements
of the transaction are unable to be determined, TWE generally secognizes advertising revenue on a straight
line-basis over the term of the agreement.

Filmed Entertainment Revenues and Costs

An aspect of filin accounting that requires the exercise of judgment relates to the process of estimating
the total revenues to be received throughout a film’s life cycle. Such estimate of a film’s “ultirate revenue” is
important for two reasons. First, while a film is being produced, and the related costs are being capitalized, it is
necessary for management to estimate the ultimate revenues, Jess additional costs to be incurred including
exploitation costs, in order to determine whether the value of a film has been impaired and thus requires an
immediate write off of unrecoverable film costs. Second, the amount of capitalized film costs recognized as
cost of revenues for a given film as it is exhibited in various markets, throughout its life cycle, is based upon
the proportion of the fitm’s revenues recognized for such period to the film’s estimated ultimate total revenues.
Similarly, the recognition of participants and residuals is recognized based upon the proportion of the film’s
revenues recognized for such period to the film’s estimated ultimate total revenues.

Management bases its estimates of ultimate revenue for each film on the historical performance of similar
filtns, incorporating factors such as the star power of the lead actors and actresses, the genre of the film and the
expected number of theatres at which the film will be released. Management updates such estimates based on
the aciual results of each fitm. For example, a film which has resulted in lower-than-expected theairical
revenues in its initial wecks of release would generally have its theatrical, home video and distribution ultimate
revenues adjusted downward; a failure to do so would result in the understatement of amortized film costs for
the period. Since the total film cost to be amortized for a given film is fixed, the estimate of ultimate revenues
impacts only the timing of film cost amortization.

Gross Versus Met Revenue Recognition

In the normal course of business, the Company acts an intermediary or agent with respect 1o certain
payments received from third parties. For example, ihe Filmed Entertainment segment distributes films on
behalf of independent fitm producers and our Cable segraent collects taxes on behalf of franchising authorities.

The accounting issue encountered in these arrangements is whether the Company should report revenue
based on the “gross” amount billed to the ultimate customer or on the “net” amount received from the
customer after cominissions and other payments to third parties. To the extent revenues are recorded gross,
any commissions or other payments to third parties are recorded as expenses so that the net amount (gross
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revenues, less expenses) Hows throngh operating income. Accordingly, the impact on operating income is the
same, whether the Company records the revenue on a gross or net basis. For example, the Company’s Cable
segment includes franchise taxes in a cable subseriber’s monthly cable bill and remits these amounts to the
local franchising authorities. Should the Cable segment record gross revenues received from the customer
{e.g. inchuding the franchise taxes) or should they record the net revenues they keep excluding franchise taxes
submitted to the local authorities? In either case, the impact on operating income is the same.

Determining whether revenuc should be reported gross or net is based on an assessment of whether the
Company is acting as the “principal™ in a transaction or acting as an “agent” in the transaction. To the extent
the Company is acting as a principal in a transaction the Company reports as revenue the payments received
on a gross basis. To the extent the Company is acting as an agent in a transaction the Company reporis as
revenue, the payments received less commissions and other payments to third parties, i.e., on a net basis. The
determinaiion of whether the Company is serving as principal or agent in a transaction is Judgmental in nature
and based on an evaluation of the terms of an arrangement.

In determining whether the Company serves as principal or agent in these arrangements the Company
follows the guidance in EITF 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent”
(*EITF 99-19”). Pursuant to such guidance, the Company serves as the principal in transactions in which it
has substantial risks and rewards of ownership. The indicators that the Company has substantial risks and
rewards of ownersitip are as follows:

« The Company is the supplier of the products or services to the customer;

» The Company has inventory risk for a-product before it is sold:

+ The Company has latitude in establishing prices;

» The Company has the contractual relationship with the ultimate customer;

* The Company modifies the product purchased to meet the ultimate customer specifications;
+ The Company has discretion in supplier selection; and

+ The Company has credit risk.

Conversely, pursuant to- EITEF 99-19 the Company serves as agent in arrangements where the Company
does not have substantial risks and rewards of ownership. The indicators that the Company does not have
substantial risks and rewards of ownership are as follows:

= The supplier (not TWE) is responsible for providing the product or service to the customer;
+ The supplier (not TWE) has latitude in establishing prices;

» The amount the Company eams is fixed; and

e The supplier (not TWE) has credit risk.

Based on the above criteria and for our more significant transactions that we evaluated, the Filmed
Entertatsment segment records revenue from the distribution of films on behalf of independent filnt producers
on a gross basis and the Cable segment records revenue from the caliection of franchise fees on a gross basis.

—ales Returns and Uncollectibie Accounts

One area of judgment affecting reported revenue and ner income is management’s estimate of product
sales that will be returned and management’s estimate of the amount of the receivables that will ultimately be
collected. In determining the estimate of preduct sales that will be retumed, management analyzes Listorical
returns, current gconomic trends and changes in cusiomer demand and acceptance of TWE's products. Based
on this information, management reserves a percentage of each dollar of product sales that provide the
customer with the right of return.

Simifarly, management evaluates accounts receivables to determine il they will ullimately be collected,
In performing this evaluation, significant judgments and estimates are involved, inchiding &n analysis of
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specific risks on a customer-by-customer basis for Jarger accounts and customers, and an analysis of

receivables aging that determines the percent that has historically been uncollected by aged category. Based
on this information, management reserves an amount that is believed to be uncollectible.

RISK FACTORS AND CAUTION CONCERNING FORWARD-LOOKING STATEMENTS

Risk Factors

If the events discussed in these risk factors occur, the Company’s business, financial condition, results of
operations or cash flows could be materially adversely affected. Tn such case, the market price of the
Company’s common stock could decline.

Technological developments may adversely affect the Company’s conpetitive position and limit its ability
to protect its valuable intellectnal property vights. TWE's businesses operate in the highly competitive,
consumer-driven and rapidly changing media and entertainment industries. These businesses, as well as the
industries generally, are to a large extent dependent on technological developments, including access to and
selection and viability of new technologies, and are subject to potential-pressure from competitors as a resukt of
their technological developments. For example:

» The Company’s cable business may be adverscly affected by more aggressive than expected competi-
tion from alernate technologies such as satellite and DSL; by the failure to choose technologies
appropriately; by the failure of new equipment, such as digital set-top boxes or digital video recorders,
or services, such as digital cable, high-speed data services and video-on-demand, to appeal to enough
consumers or to be available at prices consumers are willing to pay, to function as expected and to be
delivered in a timely fashion;

» The Company’s filmed entertainment and television network businesses may be adversely affected by
the fragmentation of consumer leisure and entertainment time caused by a greater mumber of choices
resulting from technological developments, the impact of personal video recorder or other technologies
that have “ad-stripping” functions, and technological developments that facilitate the piracy of its
copyrighted works; and

Cantion Regarding Forward-Looking Statements

The SEC encourages companies to disclose forward-looking information so that investors can better
understand a company’s future prospects and make informed investment decisions. This document contains
“forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995,
parlicularly statements anticipating future growth in revenues, EBITDA and cash flow. Words such as
“anticipates,” “estimates,” “expects,” “projects,” “intends,” “plans,” “believes” and words and terms of
simiilar substance used in connection with any discussion of future operating or financial performance identify
forward-looking statements. These forward-looking statements are based on management’s present expecta-
tions and beliefs about future events. As with any projection or forecast, they are inherently susceptible to
uncertainty and changes in circumstances, and the Company is under no obligation to, and expressly disclaim
any obligation to, update or alter its forward-looking statements whether as a resuft of such changes, new
information, future events or otherwise.

TWE operates in highly competitive, consumer-diiven and rapidly changing media and entertainment
businesses. These businesses are affected by governinent regulation, economic, strategic, political and social
conditions, consumer response to new and existing products and services, technological developments and,
particularly in view of new technologies, the continued ability to protect intellectual property rights. TWE’s
actual results could differ materiaily from management’s expectations because of changes in such factors.
Other factors and risks could adversely affect the operations, business or financial results of TWE or its
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business segments in the future and could also cause actual results to differ from those contained in _thc
forward-locking statements, including those identified in TWE’s other filings with the SEC and the following:

For TWE’s cable business:

» more aggressive than expected compeltition from new technologies and other iypes of video programming

distributors, including satellite and DSL; :

increases in government regulation of basic cable or equipment rates or other terms of service, such as

“digital must-carry,” open access or common carrier requirements; government regulation of other services,

such as broadband cable modem service;

* increased difficulty in obtaining franchise renewals;

* the failure of new cquipment, such as digital set-top boxes or digital video recorders, or services, such as
digital cable, high~spced data services or video-on-demand, to appeal to emough consumers or to be

available at prices consumers are willing to pay, to function as expected and to be delivered in a timely
fashion;

* theft of service from interception of cable transmissions;
* Ructuations in spending levels by advertisers and consumers; and
¢ greater than expected increases in programming or other costs.

For TWE’s filmed enterizinment businesses:

£l

the ability to continue to attract and select desirable talent and scripts at manageable costs;

» general increases in production costs;

+ fragmentation of consumer leisure and entertainment time and its possible negative eﬂ'ects on the broadeast
and cable networks, which are significant customers of these businesses:

* continued popularity of merchandising;

the uncertain impact of technological developments that may facilitate piracy of its copyrighted works;

v the ability to develop a successful business model for delivery of feature films in a digital online
environment;

= risks associated with foreign currency exchange rates;

+ with respect to feature films, the increasing marketing costs associated with theatrical film releases in a
highly competitive arketplace;

* with respect to television programming, a decrease in demand for television programming provided by non-
affiliated producers; and

» with respeet to home video, the abilily to maintain relationships with significant customers in the rental and
sell-through markets.

For TWE's network businesses:

&

greater than expected programming or production costs;

public or cable operator resistance to price increases and the negative impact on premium programmers of

increases in hasic cable rates;

increased regulation of distribution agreements;

the sensitivity of network advertising to economic cyclicality and to new media tcchnologles

¢ the negative impact of consolidation among cable and satellite distributors;

e piracy of content by means of interception of cable and satellite transmissions or Internet peer-to-peer file
sharing;

° the impact of personal video recorder “ad-stripping” functions on advertising sales and network hranding;

* the development of new technologies that alter the role of programming networks and services; and

greater than expected fragmentation of consumer viewership due to an increased number of programming

services or the increased popularity of alternatives Lo television.

°

@
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For TWE generally, the overall financial strategy, including growth in operations, maintaining financial
ratios and a strong balance sheet, could be adversely affecied by decreased liquidity in the capital markets,
including any reduction in the ability to access either the capital markets for debt securities or bank financings,
significant acquisitions or other transactions, economic slowdowns, the risk of war, and changes in the
Company’s plans, strategies and intentions. In addition, lower than expected valuations associated with the

cash flows and revenues at its segments may result in its inability to realize the value of recorded intangibles
and goodwill at those segments. ' '
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
CONSOLIDATED BALANCE SHEET
December 31,
(millions}
2002 2601

ASSETS
Current assets
Cash and equivalents . ... .. e $§ 1012 § 250
Receivables, including $657 and $501 million due from AOL Time Warner, less -

allowances of $1.177 billion and $%10 million ....... ... .. .. ... . oo .. 3,778 3,480
IIVEIEOTIES .. oottt it e e e e 871 852
Prepaid expenses . ... 442 326
Total cuIFent a88ets ... Lot e 6,103 4,908
Noncurrent inventories and filmcosts ... .................... e 2,189 2,187
Investments, including available-for-sale securities . ............. ... .. ... ...... 2,503 2,308
Property, plant and equipment . ................... e e 1,641 8,573
Intangible assets subject to amortization. ... ... . . 2,341 2,464
Intangible assets not subject to amortization . ...... ... .. . . it 22,518 22,356
Goodwill ..o 10,129 41,004
Other assets ............. e e e e e e e e 931 1,258
e T S $ 54,355  $85,058
LIABILITIES AND PARTNERS® CAPITAL
Current Habilities
Accounts payable . ... .. . . e e $ 2,354 § 27218
Participations payable .. ..o e 1,343 1,014
Pregranumning costs payable. ... 439 455
Debt dae within ane year ... ... i e 8 2
Other current Habilitics, including $1.187 and $1.022 billion due to

AOL Time WAIRET ... .ottt ittt e e e e e e e e 2,713 2,616
Total current Habilitles ... ... 6,857 6,305
Long-term debt, including $2.084 and $1.734 bitlion due to

AOL Time Wamer .. . . e e 6,947 8,049
Other long-term liabilities, including $8 and $446 million due to

AOL Time Warner .. ... 2,546 3,108
Minority IMerests .. . ... .. 888 2,191
Partners’ capital
Contributed capital ... .. 59,936 66,793
Accumulated other comprehensive income (lossy, net .......................... (166) (6)
Partnership deficlt .. ... (22,653)  (1,382)
Total partners’ capital ... ... . 37117 65,405
Total labilities and partners” capital ................... e $ 54,355  $85,058
See accompanying notes.
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
CONSOLIDATED STATEMENT OF OPERATIONS
Years Ended December 31,

(millions}
_ 2002 2001 2000

Revenues:

SUBSCHPHONS « v vt e vvett ettt e e $ 1554 $6590 5869

Advertising and commerce. . ... ..v o 1,195 1,188 1,147

Content and OLHBr . . .. i i i 1,676 6,563 6,162
Total revenues™ .. ... ... .. PSR 16,425 14,342 13,178
Cost of Tevenues® . . ... e (11,204)  (9,327)  (8,499)
Selling, general and adrministrative™ ... oo (2,408} (2,378)  (2,454)
Amortization of goodwill and other intangible assets .................. (150}  (2,668) (503)
Impairment of goodwill ... ... ... R (2,355) — —
Operating income (EXPENSE) .. .. .oveinaiir o 308 3y 1,722
Interest eXpense, M. ... vt e rrare s a sy (401} {530) (612)
Other expense, net™ ... e (357) (346) (228)
Minority interest income (EXPENSE) «...ovvrvear i (28) 36 82
Income (loss) before income tax expense, discontinued

operations and cumulative effect of accounting change .............. (478) £871) 964
TACOIMNE 18X EXPEIISE « o« v v veae ot tvnben s rrno e s iin s s aamse e s {157) (127} (157)
Income (loss) before discontinued operations and

cumnulative effect of accounting change . ......... ..o (635) {998) BO7
Discontinued operations, net of taX. .. .....ooiiiinirirae s 1,179 (34) (54)
Income (loss) before cumulative effect of accounting change .......... 544 (1,032) 753
Cumulative effect of accounting change. ......... ... ... e {21,763) (524}
Net income (l088) ... .ooooniiinii $(21,219) $(1,032) § 229
© Includes the foliowing income {expenses) resulting from transactions with related companies:
REVENUE .« oo v e oot ee ettt er e e e et et m e $ 935 $ 934 § 677
St Of TEVEIIEES .+ v v\ e ettt e s ta vt a e eans {322} (445) (276)
Selling, general and administrative .......... .o (287) (221) 210
Tnterest income (expense), nel ...........c..on e 12 31 (7)
Other income (EXpense), NBL .. ... .t 6 8 19
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TIME WARNER ENTERTAINMENT COMPANY, L.P.
CONSOLIDATED STATEMENT OF CASH FLOWS

Years Ended December 31,
{millions)

OPERATIONS
Net income (loss)® . ...
Adjustments for noncash and nonoperating items:
Cumulative effect of accounting change. ... ... ...
Impairment of goodwill . ... ... e
Depreciation and amortization. ................. e,
Amortization of filmcosts ........... ... . o, e
Gain on sale of investments

Equity in losses of investec companies after distributions ............ ,

‘Changes in operating assets and liabilities:
Receivables ... ... o e
Inventories ... ... .. e e e e et .
Accounts payable and other Habilities ..........................
Other balance sheet changes

Adjustments for noncash and nonoperating items, and changes in .
operating assets and labilities for discontinued operations......... ..

Cash provided by operations
INVESTING ACTIVITIES
Investments and acquisitions

Investments in available-for-sale securities

Capital expenditures from continuing operations

Capital experiditures from discontinued operations . ...................

Investment proceeds from available-for-sale securities
Other investment proceeds

Cash used by investing activities
FINANCING ACTIVITIES

Borrowings . ...
Debt repayments

Capital and other distributions from discontinued operations, net
Capital and other distributions from continning operations
Other

Cash provided {(used) by financing activities

INCREASE (DECREASE) IN CASH AND EQUIVALENTS
CASH AND EQUIVALENTS AT BEGINNING OF PERIOD

CASH AND EQUIVALENTS AT END OF PERIOD

2002 2001 2004
$(21,219) $(1,032) § 229
21,763 — 524
2,355 — —
1279 3,538 1,260
1,917. 1916 1,676
(38) ) |
22 . 334 275
(432) (414) (310)
(1,937)  (2,074)  (1,829)
659 (140) 394
444 (139)  (122)
(801) 600 478
4012 2,585 2,576
(297).  (913)  (421)
— (18) —
(1,689)  (1,604)  (1,512)
(206)  (408)  (414)
. 3 _—
85 37 209
(2,107)  _(2.908)  (2,138)
3524 3226 2850
(4,113)  (2,541)  (2,399)
(11) (59) (52)
(527)  (359)  (1,048)
(16) - -
(1,143) 267 (649)
762 (s6) (21D
250 306 517
$ 1,012 § 250 $ 306

) Tncludes net income (loss) from discontinued operations of $1.175 billion in 2002, $(34) miltion in 2001 and $(54} millica in 2000

See accompanying notes.

F-32




S et

i
!
TIME WARNER ENTERTAINMENT COMPANY, L.P. i
CONSOLIDATED STATEMENT OF PARTNERSHIP CAPITAL :
Partnership Tetal
Conirtbuted Earnings Pariners’
Capital { Deficit) Capital
‘ (villions)
BALANCE AT DECEMBER 31, 1999 ... ... ciiiniineees $ 7,338 $ (189)y § 7,149
INEE ICOTIIE o oo v v e e et ne st an e s n s — 229 229
\ Foreign currency translation adjustmemts.......c.covveovrrernene — (44) (44)
Unrealized losses on Securities ... ... iiinnseens — (44) (44}
Realized and unrealized gains on-derivative financial instraments . . .. — g 8
\ Comprehensive INCOME ..o\ vvr e oo — 149 149
Stock option and ;ax—rclatcd distributions . ..... e e — (392) (392)
(8 11T S e 11 9 20
BALANCE AT DECEMBER 31,2000 .. ... .. cohivvenen 7,349 (423) 6,926
Allocation of a portion of the purchase price in connection with
America Online-Time Warner merger to TWE ..........oovvtv 59,444 14 59,518
Balance at December 31, 2000, adjusted to give effect of America
Online-Time Warmer MEIEET .« o« vvuvrs s mmmas e s 66,793 (349) 66,444
TNEE LOSS - - o ottt e e e an e — (1,032} (1,032)
Foreign currency translation adjustments. ... — I 1
Unrealized losses on SECUIIHES ..ot oee v iar e — (7} {7
Comprehensive 1085 ... ..o SN — (1,038) {1,038)
Stock option and tax-related distributions .......ovoeie e — (82) (82)
Other ....... PP STR PP — 81 81
BALANCE AT DECEMBER 31,2001 . ........coovviiveannnns 66,793 (1,388) 65,405
Reallocation of TWE goodwill to other segments of AOL Time
Warner upon adoption of FAS 142, .. .....onivniiiiernens (6,857} — {6,857)
Tl L R R — (21,219} (21,219)
Unfunded Accumulated Benefit Obligation. . ......ovveeeviennn — (183) (183)
Derivatives FX Gain/Loss. .o oo v verrieerarrasotsrsaannesnnrans — 21 (21)
Foreign currency translation adjustments. . .........covunvevren e — 35 35
Unrealized gain on securities. . c. ..o oo i — 9 9
Comprehensive 1088 .. ..o v — (28,379 (21,379)
DHSIEADULIIONS & v v s oo e e eacia s e anr e sa e — (60) (60}
(81217~ SN S N — 8 8
BALANCE AT DECEMBER 31, 2002 ... ... ..ooinniinnns $59,936 $(22,819) § 37,117

See accompanying notes,




TIME WARNER ENTERTAINMENT COMPANY, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description of Business and Basis of Presentation

Description of Business

AQOL Time Wamer Inc. (“AOL Time Warner”) is the world’s leading media and entertainment
company. AOL Time Warner was formed in connection with the merger of America Online, Inc. (“America
Online™) and Time Warner Inc. (“Time Warner”) which was consummated on January 11, 2001 (the
“Merger”). As a tesult of the Merger, America Online and Time Warner each became a who[ly owned
subsidiary of AOL Time Warmner.

A majority of AOGL Time Warner’s interests in the Filmed Entertainment and Cable segments, and a
portion of its interests in the Networks segment, are held through Time Warner Entertainment Company, L.P.
(“TWE” or the “Company”). Prior to the change in ownership relating to the exercise of an option held by
AT&T Corp. (“AT&T") which is discussed below, AOL Time Warner owned general and limited partnership
interests in TWE consisting of 74.49% of the pro rata priority capital (“Sencs A Capital”) and residual eqmty
capital (“Residual Capital”), and 100% of the junior priority capital (“Series B Capital”). The remaining
25.51% limited partnership interests in the Series A Capital and Residual Capital of TWE were held by
subsidiaries of AT&T. AT&T’s interest in TWE was recently acquired by Comcast Corp. (“Comcast”) upon
consummation of the merger of Comcast and AT&T’s broadband business in November 20032,

During the second quarter of 2002, AT&T exercised a one-time option to increase its ownership in the
Series A Capital and Residual Capital of TWE. As a result, on May 31, 2002, AT&Ts interest in the Series A
Capital and Residual Capital of TWE increased by approximately 2.13% to approximately 27.64% and AOL
Time Warners corresponding interest in the Series A and Residual Capital of TWE decreased by
approximately 2.13% to approximately 72.36%. In accordance with Stafl’ Accounting Bulletin No. 51,
“Accounting for Sales of Stock of a Subsidiary,” AOL Time Wamer has reflected the pretax impact of the
ditution of its interest in TWE of approximately $690 million as an adjustment to paid-in-capital.

In August 2002, AOL Time Warner and AT&T announnced that they had agreed to restructure TWE.
The restructuring is expecied to be completed on March 31, 2003. The TWE restructuring will result in the
following: (i} AOL Time Warner will acquire complete ownership of TWE’s content assets (including
Wamer Bros. and Home Box Office, which will become separate, wholly owned subsidiaries of the Company);
(ii) all of AOL Time Warner's directly-owned cable television system interests will be contributed to a
separate company which will become a majority-owned subsidiary of AQL Time Warner and will be renamed
Time Warner Cable Inc. (“TWC Inc.”); (iii) TWE will become a subsidiary of TWC Inc. and will continue
to own the cable television system interests it previously owned; {iv} Comcast will receive $2.1 billion in cash,
which the Company anticipates will be funded through a new credit facility at TWC Ine. that has not yet been
established and AOL Time Warmer equity securities valued at $1.5 billion; (v} a Comeast Trust will also
retain a 21% economic interest in the Company’s cable business, through a 17.9% direct ownership interest in
TWC Inc. (representing a 10.7% voting interest) and a limited partnership interest in TWE represcnlmg a
4.7% residual equity interest; and (vi) AOL Time Warner will retain an overall 79% economic inferest in the
cable business, through an 82.1% ownership interest in TWC Inc. (representing an 89.3% voting interest) and
a partnership interest in TWE representing a 1% residual equity interest and a $2.4 billion preferred
component.

Based upon its controlling voting interest in Time Warner Cable Ine., AQL Time Warner will consolidate
the resulis of Time Wamer Cable Inc. for accounting purposes. At the closing of the restructuring, it is
anticipated that Time Wamer Cable Inc. will have approximately $8.1 billion in consclidated net debt and
preferred equity. Subject to market conditions, AOL Time Warner plans to conduct an initial public offering
of Time Warner Cable Inc. soon after the restructuring, It is anticipated that the first $2.1 billion raised in any
such offering would be used to repay Time Warner Cable Inc.s debt inturred to fund the $2.1 billion cash
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payment to Comcast. Thereafter, Comeast will have certain priority registration rights with respect to its stake
in Time Wamer Cable Inc.

TWE, a Delaware limited partnership, classifies its business interests info three fundamental areas: Cable,
consisting principally of interests in cable television systems; Filmed Entertainment, consisting principally of
interests in filmed entertainment and television production; and Networks, consisting principally of interesis in
cable television and broadcast network programming. TWE also manages the cable properties wholly-owned
by AOL Time Wamer and the combined cable television operations are conducted under the name of Time
Warner Cable, )

Each of the business interests within Cable, Filmed Entertainment and Networks is important to TWE’s
objective of increasing partner vatue through the creation, extension and distribution of recognizable brands
and copyrights throughout the world. Such brarids and copyrights include (1) Time Wamer Cable, currently
the second largest operator of cable television systems in the U.S., (2) the unique and extensive flm,
television and animation libraries of Wamer Bros. and trademarks such as the Looney Tunes characters and
Batman, (3) HBO and Cinemax, the leading pay-television services and (4) The WB Network, a national
broadcasting network launched in 1995 as an extension of the Warmer Bros. brand and as an additional
distribution outlet for Warner Bros.’s collection of children’s cartoons and television programuing.

Basis of Presentation

Restructuring of TWE-Advance/Newhouse and Road Runher Partnerships

Prior to August 1, 2002, the TWE-Advance/Newhouse Partnership (“TWE-A/N") was owned
approximately 64.8% by TWE, the managing pariner, 33.3% by the Advance/Newhouse Partnership
(“Advance/Newhouse”) and 1.9% indirectly by AOL Time Warner. The financial position and operating
results of TWE-A/N were consolidated by AOL Time Wamer and TWE, and the partuership interest owned
by Advance/Newhouse was reflected in the consolidated financial statements of AOL Time Warner and TWE
as minority interest. 1n"addition, prior to August 1, 2002, Road Runner, a high-speed cable modem Intemet
service provider, was owned by TWI Cable Inc. (a wholly-owned subsidiary of AOL Time Wamer), TWE
and TWE-A/N, with AOL Time Warner owning approximately 65% on a fully attributed basis (i.e., after
considering the portion attributable to the minority partners of TWE and TWE-A/N). TWE's interest in
Road Runner was accounted for using the equity method of accounting because of certain approval rights held
by Advance/Newhouse.

On June 24, 2002, TWE and Advance/Newhouse agreed to restructure TWE-A/N, which, on August 1,
2002 (the “Debt Closing Date™), resulted in Advance/Newhouse assuming responsibility for the day-to-day
operations of certain TWE-A/N cable systems serving approximately 2.1 million subscribers located primarily
in Florida (the “Advance/Newhouse Systems”). The restructuring is anticipated to be completed by the end
of 2002, upon the receipt of certain regulatory approvals. On the Debt Closing Date, Advance/Newhouse and
its affiliates arranged for a new credit facility to support the Advance/Newhouse Systerns and assumed and
repaid approximately $780 million of TWE-A/N’s senior indebtedness. As of the Debt Closing Date,
Advance/Newhouse assumed responsibility for the day-to-day operations of the Advance/Newhouse Sys-
tems. As a result, TWE has deconsolidated the financial position and operating results of these systemns.
Additionally, all prior period results associated with the Advance/Newhouse Systems, including the historical
minority inferest allocated to Advance/ Newhouse’s interest in TWE-A/N, have been reflected as a
discontinued operation for all periods presented. Under the new TWE-A/N Partnership Agreement, effective
as of the Debt Closing Date, Advance/Newhouse’s partnership interest tracks only the economic performance
of the Advance/Newhouse Sysiems, including associated liabilities, while AOL Time Wamer retains all of
the economic interests in the other TWE-A/N assets and liabilities. The restructuring was completed in
December 2002, ’
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As part of the restructuring of TWE-A/N, on the Debt Closing Date, AOL Time Warner acquired
Advance/Newhouse’s interest in Read Runner, thereby increasing TWE’s ownership fo approximately 82% on
a fully attributed basis. As a result of the termination of Advance/Newhouse's minority rights in Road
Runner, TWE has consolidated the financial position and results of operations of Road Runner with the
financial position and resuits of operations of TWE’s Cable segment. As permitted nnder generally accepted

accounting principles, the Company has consolidated the results of Road Runner retroactive to the beginning
of 2002,

In comnection with the TWE-A/N rcstfuctun'ng, TWE recognized a non-cash pretax gain of approxi-
mately $1.2 billion, which related to the difference between the carrying value of TWE’s interest in the
Advance/Newhouse Systems and the fair value of TWE’s acquired interest in the non-Advance/Newhouse
Systems. The gain was mitigated becanse a portion of TWE’s investment in TWE-A/N, relating to AOL
Time Warner, was recently adjusted to fair value as part of purchase accounting for the Merger, The gain is

included as part of discontinued operations in the accompanying consolidated statement of operations for year
ended December 31, 2002.

America Online-Time Warner Merger

The Merger has been accounted for by AOL Time Warner as an acquisition of Time Warner under the
purchase method of accounting for business combinations. Under the purchase method of accounting, the cost
of approximately $147 billion to acquire Time Warner, including transaction costs, was allocated to its
underlying net assets, including the net assets of TWE to the extent acquired, based on their respective
estimated fair values, The excess of the purchase price over the estimated fair values of the net assets acquired
was recorded as goodwill. This allocation includes intangible assets, such as film and television libraries, cable
television franchises and brands and trademarks.

Discontinued Operations

~ The Company’s results of operations have been adjusted to reflect the results of the Advance/Newhouse
Systems as a discontinued operation for all periods presented herein. For 2002, for the six months ended
June 30, 2002 (e.g., the most recent reported period prior 1o the deconsclidation), the net impact of the
deconsolidation of these systems was a reduction of Cable’s previously reported revenues, EBITDA and
operating income of $715 miilion, $333 million and $206 miltion, respectively. For the year ended
December 31, 200}, the net impact of the deconsolidation of these systems was a reduction of Cable'’s
revenues, EBITDA and operating income of $1.247 billion, $571 million and $313 mitlion, respectively. For
the year ended December 31, 2000, the net impact of the deconsolidation of these systems was a reduction of
the Cable segment’s previously reported revenues, EBITDA and operating income of $1.05% billion,
$484 million and $256 million, respectively. In addition, during 2002, the Company recognized a non-cash
pretax gain of $1.2 hillion relating to the restructuring. As of December 31, 2001, the Advance/Newhouse
Systems had current assets and total assets of approximately $64 million and $2.7 biition, respectively, and
current liabilities and (otal Habilities of approximately $210 million and $963 million, respectively, including
debt assumed on the Debt Closing Date.

‘ew Aecounting Principles

Cumulative Effect of Change in Film Accounting Principle

It June 2000, TWE adopted American Institute of Certified Public Accountants ("AICPA”) Stalement
of Position (“SOP”} 00-2, “Accounting by Producers and Distributors of Films” (“SOP 00-27). SOP 00-2
established new film accounting standards, including changes in revenue recognition and accounting for
advertising, development and overhead costs. Specifically, SOP 00-2 requires advertising costs for theatrical
and television product to be expensed as incurred. This compares to TWE’s previous policy of first capitalizing
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and then expensing adveriising costs for theatrical product over the related revenue streams. In addition,
SOP 00-2 requires development costs for abandoned projects and certain indirect overhead costs to be charged
directly to expense, instead of those costs being capitalized to film costs, which was required under the
previous accounting model. SOP 00-2 also requires all film costs to be classified in the balance sheet as
noncurrent assefs.

TWE adopted the provisions of SOP 00-2, retroactively to the beginning of 2000, As a result, TWE’s net
income includes a one-time, non-cash charge of $524 million, primarily to reduce the carrying value of its filin
inventory. This charge has been reflected as a cumutative effect of an accounting change in the accompanying
consolidated statement of operations. '

Revenue Classification Changes
Reimbursement of “Out-of-Pocket” Expenses

In January 2002, the Financial Accounting Standards Board (“FASB”) Staff reached a consensus on
Emerging Issues Task Force (“EITE”) Issue No. 01-14, “Income Statement Characterization of Reimburse-
ments Received for ‘Out-of-Pocket’ Expenses Incurred” (“EITF 01-147). EITF 01-14 requires that
reimbursements received for out-of-pocket expenses be classified as revemue on the income statement and
FITF 01-14 was effective for TWE in the first quarter of 2002 and required retroactive restatement of all
periods presented to reflect the new accounting provisions. This change in revenue classification ‘impacts
TWE’s Cable segment. As a result of applying the guidance of EITF 01-14, TWE's revenues and cosis

presented herein were retroactively increased by an equal amount of $196 million in 2001 and $171 million in
2000.

Aecounting for Goodwill and Other Intangible Assets

During 2001, FASB issued Statement of Financial Accounting Standards Ne. 142 “Goodwill and Other
Intangible Assets” (“FAS 142”), which requires that, effective January 1, 2002, goodwill, including the
goodwill included in the carrying value of investments accounted for using the equity method of accounting,
and certain other intangible assels deemed to have an indefinite useful life, cease amortizing., The new rules
also require that goodwifl and certain intangible asscts be assessed for impairment using fair valve
measurement techniques. During the first quarter of 2002, the Company completed its initial impairment
review and recorded a $21.763 billion non-cash pretax charge for the impairment of goodwill, substantiaily all
of which was penerated in the Merger. The charge reflects overall market declines since the Merger was
announced in January 2000, is non-operational in nature and is reflected as a cumulative effect of an
accounting change in the accompanying consolidated financial statements (Note 2).

During the fourth quarter of 2002, the Company performed its annual impairment review for goodwill
and other intangible assets and recorded an additional non-cash charge of $2.355 billion, which is recorded as
a component of operating income in the accompanying consolidated statement of operations. The $2.353 bil-
lion charge reflects a reduction in the carrying value of goodwill at the Cable scgment and reflects current
market conditions in the cable teievision industry, as evidenced by the decline in the stock prices of
comparable cable television companies.

The impairment charges are non-cash in nature and do not affect the Company’s liguidity or result in the
non-compliance with respect to any debt covenants.

Variahle Interest Entities

In January 2003, the FASB issued FASB Interpretation No. 46, “Consolidation of Variable Interest
Fntities” (“FIN 46), which requires variable interest entities {(commonly referred to as SPE’s) to be
consolidated by the primary beneficiary of the entity il certain criteria are met. FIN 46 is effective
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immediately for all new: variable interest entities created or acquired after January 31, 2003. For variable
interest entities created or acquired prior to February I, 2003, the provisions of FIN 46 becoms effective for
the Company during the third quarter of 2003. The Company anticipates that the adoption of FIN 46 will not
result in a material impact to TWE.

Stock-Based Compensation

In December 2002, the FASB issued Statement No. 148, “Accounting for Stock-Based Compensation,
Transition and Disclosure” (“FAS 148”). FAS 148 provides alternative methods of transition for a voluntary
change to the fair value based method of accounting for stock-based employee compensation. FAS 148 aiso
requires that disclosures of the pro forma effect of using the fair value method of accounting for stock-based
employee compensation be displayed more prominently and in a tabular format. Additionally, FAS 148
requires disclosure of the pro forma effect in interim financial statements. The transition and annual disclosure
requirements of FAS [48 are effective for fiscal years ended beginning December 15, 2002. The interim
disclosure requirements of FAS 148 are effective for interim periods beginning after December 15, 2002, The
adoption of the provisions of FAS 148 did not have an impact on the Company's consolidated financial
statements, however, the Company has modified its disclosures herein as provided for in the new standard.

Exit and Disposal Activities

In July 2002, the FASB issued Siatement No. 146, “Accounting for Costs Associated with Exit or
Disposal Activities” (“FAS 146”). FAS 146 nullifies the accounting fdr restrncturing costs provided in EITF
Issue No. 94-3 “Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring).” FAS 146 requires that a lability associated
with an exit or disposal activity be recognized and measured at fair value only when incurred. In addition, one-
time termination benefits should be recognized over the period employees will render-service, if the service
period reguired is beyond a minimum retention period. FAS 146 is effective for exit or disposal activities
initiated after Decermber 31, 2002. Management does not expect that the application of the provisions of
FAS 146 will have a material impact on the Company’s consolidated financial statements.

Multiple Element Arrangements

In November 2002, the EITF reached a consensus on EITF No. 00-21, “Revenue Arrangements with
Multiple Deliverables™ (“EIT¥ 00-21"). EITF 00-21 provides gnidance on how to account for arrangements
that involve the delivery or performance of multiple products, services and/or rights 1o use assets. The
provisions of EITF 00-21 will apply to revenue arrangements entered into in fiscal perieds beginning after
June 15, 2003. The Company believes that its current accounting is consistent with the provisions of
EITF 00-21 and therefore does not expect that the application of the provisions of EITF 00-21 will have a
material impact on the Company’s consolidated finaneial statements,

Consideration Received from a Vendor by a Customer

In November 2002, the EITF reached a consensus on EITF No. (12-16, “Accounting for Consideration
Received from a Vendor by a Customer” (“EITF 02-167). EITF 02-16 provides guidance as to how
customers should account for cash consideration received from a vendor. EFTF 02-16 presumes that cash
received from a veador represents a reduction of the prices of the vendor’s products or services, unless the cash
received represents a payment for assets or services provided to the vendor or a reimbursement of costs
incurred by the customer to sell the vendor’s products. The provisions of EITF 02-16 will apply to all
agreements entered into or modified after December 31, 2002. Management does not expect the provisions of
EITF 02-16 to have a material impact on the Company’s consolidated financial statements.
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Guaranices

" {n November 2002, the FASB issued Interpretation No. 45, “Guarantor’s Accounting and Disclosure
f{eqllirenlcnts for Guarantees, Including Indirect Guarantees of Indebtedness of Others” (“FIN 457).
FIN 45 requires that a liability be recorded in the guarantor’s balance sheet upon issuance of a guarantee. In
addition, FIN 45 requires disclosures about the guarantees that an entity has issued, including a reconciliation
of changes in the entity’s product warranty liabilities. The initial recognition and initial measurement
provisions of FIN 45 are applicable on a prospective basis to guarantees issued or modified after December 31,
2002, irrespective of the guarantor’s fiscal year-end. The initial recognition and initial measurement provisions
of FIN 45 are not expected to have a material impact on the Company’s consolidated financial statements.
The disclosure requirerments of FIN 45 arc effective for financial statements of interim or annuat periods
ending after December 15, 2002; therefore, the Company has modified its disclosures herein as required.

Asset Retirement Obligations

" In July 2001, the FASB issued Statement No. 143, “Accounting for Asset Retirement Obligations”
(“FAS 143”). FAS 143 addresses the accounting and reporting for obligations associated with the retirement
of tangible long-lived assets and the associated asset retirement costs. FAS 143 became effective for TWE in
the first quarter of 2002. The provisions of FAS 143 did not have a material impact on TWE'’s consohidated
financial statements.

Impairment or Disposal of Long-Lived Assets

In August 2001, the FASB issued Statement No. 144, “Accounting for the lmpairment or Disposal of
Long-Lived Assets” (“FAS 144”). FAS 144 clarifies the accounting for the impairment of long-lived assets
and for long-lived assets to be disposed of, including the disposal of business seginents and major lines of
business. FAS 144 became effective for TWE in the first quarter of 2002. The provisions of FAS 144 did not
have a material impact on TWE's consolidated financial statements.

{ransfers and Servicing of Financial Assets and Extinguishments of Liabilities

In September 2000, FASB issued Statement No. 140, “Accounting for Transfers and Servicing of
Financial Asscts and Extinguishments of Liabilities —a Replacement of FASB Statement No, 1257
(“FAS 140”). FAS 140 revises the criteria for accounting for securitizations and other transfers of financial
assels and coflateral. In addition, FAS 140 requires certain additional disclosures. Except for the new
disclosure provisions, which were effective for the year ended December 31, 2000, FAS 140 was effective for
the transfer of financial assets occurring after March 31, 2001. The provisions of FAS 140 did not have a
significant effect on TWE’s consolidated financial statcments.

Summary of Significant Accounting Policies
Basis of Consolidation and Accounting for Investments

“The consolidated financial statements include 100% of the assets, liabilities, revenues, expenses, income,
loss and cash Aows of TWE and all companies in which TWE has a controlling voting interest {(“subsidiar-
ies”), as if TWE and its subsidiaries were a single company. intercompany accounts and transactions between
the consolidated companies have been eliminated. Significant accounts and transactions between TWE and its
partners and affiliates are disclosed as related party transactions (Note 15).

Investments in companies in which TWE has significant influence, but less than a controlling voting
inferest, are accounted for using the equity method. This is generally presumed to exist when TWE owns
between 20% and 50% of the investee. However, in certain circumstances, TWE’s ownership percentage
exceeds S0% but TWE accounts for the investment using the equity method because the minority
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shareholders hold certain rights which aliow them fo participate in the day-to-day operatione of the business.
Under the equity method, only TWE’s invesiment in and amounts dne to and from the equity investee are
included in the consolidated balance sheet; only TWE’s share of the invesiee’s earnings is included in the
conselidated operating results; and only the dividends, cash distributions, loans or other cash received from the
investee, additional cash investments, loan repayments or other cash paid to the investee, are included in the
consolidated cash flows. In circumstances where the Company’s ownership in an investee is in the form of a
preferred security or otherwise senior security, TWE’s share in the investee’s income or loss is determined by
applying the equity method of accounting using the “hypothetical-liquidation-at-book-value™ method. Under
the hypotheliCa}—}iquidation—at-book-\;alue method, the investor’s share of earnings or losses is determined
based on changes in the investor’s claim in the net book value of the investee. Additionally, the carrying value

of investments accounted for using the equity method of accounting are adjusted downward (o reflect any
other-than-temporary declines in value.

Investments in companies in which TWE does not have a controlling interest, or an ownership and voting
interest so large as to exert significant influence, are accounted for as available-for-sale securities at market
vajue if the investments are publicly traded and there are no resale restrictions greater than one year, If there
are resale restrictions greater than one year, or if the investment is not publicly traded, then the investment is
accounted for at cost. Unrealized gains and losses on investments accounted for at market value are reported
in the accompanying consolidated statement of partnership capital as a component of accumulated other
comprehensive incomse (loss) until the investment is sold, at which time the realized gain or loss is included in
income. Dividends and other distributions of earnings from both market-value and investments accounted for
at cost are included in income when declared.

The effect of any changes in TWE’s ownership interests resulting from the issuance of capital by
consclidated subsidiaries or equity investees to unaffiliated parties is included in income.

TWE has certain accounts receivable facilities that provide for the accelerated receipt of cash on
available accounts receivables and licensing contracts. These securitization transactions are accounted for as a
sale in accordance with FAS 140 because the Company relinquished control of the reccivables. Since the
Company has relinquished control over these receivablies and does not control the Qualifying SPE that holds

the receivables, the amounts held in these securitization facilities are not included in the consolidated financial
statements of the Company.

Investment Impairments

The Company’s investments are comprised of fair value investments, including available-for-sale
investments, investments accounted for using the cost method of accounting and investments accounted for
using the equity method of accounting. A judpmental aspect of accounting for investments involves
determining whether an other-than-temparary decline in value of the investment has been sustained. If it has
been determined that an investment has sustained an other-than-temporary decline in its value, the investment
is written down lo its fajr value, by a charge to earnings. Such evaluation is dependent on the specific facts and
circumstances. Factors that are considered by the Company in determining whether an other-than-temporary
decline in value has occurred include: the market value of the security in relatien to its cost basis; the financial
condition of the investee; and the intent and ability to retain the investment for a sufficient period of time to
allow for recovery in the market value of the investment.

In evaluating the factors above for available-for-sale securities, management presumes a decline in value
to be other-than-temporary if the quoted market price of the security is 20% or more below the investment's
cosl basis for a period of six months or more (the “20% critesia”™) or the quoied market price of the security is
50% or more below the security’s cost basis at any quarter end {the “50% criteria”}. However, the
presuniption of an other-than-temporary decline in these instances may be overcome if there is persuasive
evidence indicating that the decline is temporary in nature (e.g., strong operating performance of investee,
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historical volatility of investee, etc.). Additionally, there may be instances where impairment losses are
recognized even if the 20% and 50% criteria are not satisfied (e.g., plan to sel the security in the near term and
the fair value is below the Company’s cost basis).

For investments accounted for using the cost or equity method of accounting, management evaluates
information (e.g., budgets, business plans, financial statements, etc.) in addition to quoted market price, if
any, in determining whether an other-than-temporary decline in value exists. Factors indicative of an other-
than- temporary decline include recurring operating losses, credit defavlts and subsequent rounds of financings
at an amount below the cost basis of the investment. This List is not all inclusive and management weighs all
quantitative and qualitative factors in determining if an other-than-temporary decline in value of an
investiment has occurred.

Foreign Currency Translation

The financial position and operating results of substantially all foreign operations are consotidated using
the local currency as the functional currency. Local currency assets and liabilities are translated at the rates of
exchange on the balance sheet date, and local currency revenues and expenses are iranslated at average rates
of exchange during the period. Resulting translation gains or losses, are included in the accompanying
statement of partnership capital as a component of accumnulated other comprehensive income (loss).

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the amounts reported in
the financial statements and footnotes thereto. Actual results could differ from those estimates.

Significant estimates inherent in the preparation of the accompanying consolidated financial statements
include management’s forecast of anticipated revenues and cash flows from investments and the disttibution of
theatrical and television product in order to evaluate the ultimate recoverability of accounts receivable, film
inventory and investments recorded as assets in the consolidated balance sheet. Accounts receivable and sales
of home video product in the filmed entertainment industry are subject to customers’ rights to return unsold
itemns. In addition, significant estimates have been used in accounting for business combinations accounted for
using the purchase methed of accounting. Management periodically reviews such estimates and it is
reasonably possible that management’s assessment of recoverability of accounts receivable, individual films
and television product, and investments may change based on actual results and other factors.

Revenues and Costs

Cable

Cable revenues are principally derived from video and high speed data subscriber fees and advertising.
Subscriber fees are recorded as revenue in the period the service is provided and advertising revenues,
including advertising purchased by programmers, are recognized in the period that the advertisements are
exhibited. Video propramming costs are recorded as the services are provided. Launch fees received by the
Company from programming vendors are recognized as a reduction of expense over the life of the related
programming arrangement, Fees received from programming vendors representing the reimbursement of

marketing costs are recognized as a reduction of marketing expenses in the period such reimbursement are
received.

Networks

Network revenues are primarily derived from subscriber fees and advestising. Subscriber fees are
recorded as revenue in the period the service is provided and advertising revenues are recognized in the period
that the advertisements are exhibited. The costs of rights to exhibit feature films and other programming on
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pay cable services during one or more availability periods (“programming costs™) generally are recorded as
inventory when the programming is initially available for exhibition, and are allocated to the appropriate
availability periods and ameortized as the programming is exhibited.

Filmed Entertainnient

Feature films are produced or acquired for initial exhibition in theaters followed by distribution in the
home video, pay cable, basic cable, broadcast network and syndicated television markets. Generally,
distribution to the theatrical, home video and pay cable markets (the primary markets) is completed within
eighteen months of initial release. Thereafter, feature films are distributed to the basic cable, broadcast
network and syndicated television markets (the secondary markets). Theatrical revenues are recognized as the
films are exhibited. Home video revenucs, less a provision for retums, are recognized when the home videos
are sold. Revenues from the distribution of theatrical product to cable, broadcast network and syndicated
television markets are recognized when the films are availabie to telecast.

Television filins and series are initially produced for the broadcast networks, cable networks or first-run
television syndication {the primary markets} and may be subsequently licensed to foreign or domestic cable
and syndicated television markets (the secondary markets). Revenues from the disiribution of television
product are recognized when the films or series are available to telecast, except for barter agreements where
the recogniiion of revenue is deferred until the related advertisements are exhibited.

License agreements for the telecast of theatrical and television product in the cable, broadcast network
and syndicated television markets are routinely entered into well in advance of their available date for telecast,
which is generally determined by the telecast privileges granted under previous license agreements. Accord-
ingly, there are significant contractual rights to receive cash and barter under these licensing agreements. For
cash contracts, the related revenues will not be recognized until such product is available for telecast under the
contractual terms of the related license agrccment For barter centracts the related revenues will not be
recognized untif the product is available for telecast and the advertlsmg spots received under such contracts

are either used or sold to third parties. All of these contractual rights for which revenue is not yet recognizable
is referred to as “backlog.”

Inventories of theatrical and television product are stated at thie lower of unamostized cost or net
realizable value. Cost principally consists of direct production costs and production overhead. A portion of the
cost to acquire Time Warner in 2001, including Time Warner's interest in TWE, was allocated to its theatrical
and television preduct, including an atlocation fo purchased program sights and product that had been
exhibited at least once in all markets (“Library”). Library product is amortized cn a straight-line basis over
twenty years, which approximated the use of the film-forecast method. Individual films and series are
amortized, and the related participations and residuals are accrued, based on the proportion that current
revenues from the film or series bear to an estimate of total revenues anticipated from all markets. These
estimates are revised periodically and losses, if any, are provided'in full. Filin inventories generally include the
unamwortized cost’ of completed theatrical and television films, theatrical films and television series in
production pursuant to a contract of sale, film rights acqmred for the home vxdeo market, advances pursuant (o
agreements to distribute third-party films and the Libraty.

Barter Transactions

TWE enters into transactions that exchange advertising for advertising. Such transactions are recorded at
the estimated fair value of the advertising received or given in accordance with the provisions of the EITF
Issue No. 99-17, “Accounting for Advertising Barter Transactions.” In addition, TWE enters inte transactions
that exchange advertising for products and services, which are accounted for similarly. Revenue from barter
transactions is recognized when advertising is provided, and services received are charged io expense when
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used. Barter transactions are not material to the Company’s consolidated statement of operations for all
periods.

Multiple-Element Arrangements

TWE enters into transactions where it is purchasing a product, service or making an investment in a
vendor and at the same time it is negotiating a contract for the sale of advertising to the vendor. For example,
when negotiating programming arrangements with cable networks, TWE will, at times, simultaneously
negotiate for the sale of advertising io the cable network. This arrangement may be documented in one
contract or may be documented in two separatc contracts, whether there are one or two contracts, these
arrangements are negotiated simultaneously. In accounting for these arrangements, TWE looks to the
guidance contained in the following authoritative literature.

o APB Opinion No. 29, “Accounting for Nonmonctary Transactions” (APB 29); and
« EITF 01-09, “Accounting for Consideration Given by a Vendor to a Customer” (EITF 01-09).

TWE measures these transactions based on the respective fair values of the goods or services purchased
and the goods or services sold. If TWE is unable to determine the fair value of one or more of the element(s)
being purchased, then revenue recognition is limited to the total consideration received for the products or
services sold less amounts paid. The accounting for these transactions requires significant judgments and
estimates, which are further discussed in Critical Accounting Policies.

Advertising Cosis

TWE expenses advertising costs for theatrical and television product as incurred in accordance with
ATJCPA SOP 00-2. In accordance with AICPA SOP 93-7, “Reporting on Advertising Costs,” other
advertising costs, including advertising associated wiih the launch of new cable channels and products, are
cxpensed upon the first exhibition of the advertisement. Advertising expense was $1.8 billion in 2002,
$1.5 billion on historical basis in 2001 and $1.3 billion in 2000.

Cash and Equivalents

Cash equivalents consist of commercial paper and other investments that are readily convertible into cash

and have original maturities of three months or less. Cash equivalents are carried at cost, which approximates
fair value.

Derivative and Financial Instruments

Effective July 1, 1998, TWE adopted FASB Statement No. 133, as amended by FASB Statement
Nao. 138, “Accounting for Derivative Instruments and Hedging Activities” (“FAS 1337). FAS 133 requires
that all derivative instruments be recognized on the balance sheet at fair vatue. In addition, FAS 133 provides
that for derivative instruments that qualify for hedge accounting, changes in the fair value will either be offset
against the change in fair value of the hedged assets, liabilities, or firm commitments throngh earnings or
recognized in the accompanying consolidated stalement of partnership capital as a component of accumulated
other comprehensive income (loss) until the hedged item is recognized in earnings, depending on whether the
derivative is being used to hedge changes in fair value or cash flows. The ineffective portion of a derivative's
change in fair value will be immediately recognized in earnings. The adoption of FAS 133 did not have a
material effect on TWE’s consolidated financial statements (Note 12).

The carrying value of TWE’s financial instruments approximates fair value, except for differences with
respect to long-term, fixed-rate debt (Note 7) and certain differences relating to iavestments accounted for at

cost and other financial instruments that ase not significant (Note 5). The fair value of financial instruments is
generally determined by reference to market values resulting from trading on a national securities exchange or
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in @n over-the-counter market. In cases where quoted market prices are not available, fair value is based on
estimates using present value or other valuation techniques.

Property, Plant and Equipment

Property, plant and equipment are stated at cost. Additions to cable property, plant and equipment
generally include material, labor, overhead and interest. Depreciation is provided generally on the straight-line
method over useful lives ranging up to thirty years for buildings and improvements and up to sixteen'years for
furniture, fixtures and other equipment. For cable television plant upgrades and cable converters and modems,
depreciation is provided generally over useful lives of 16 and 3-5 years, respectively. Property, plant and
equipment consisis of:

December 31,
2002 2001
{millions)

Land and buitdings .. ... e $ 895 § 923
Cable television equiptaent . . ... oo i i e 7,695 8,769
Furniture, fixtures and other equipment ..... ... . . i 1,356 1,252

Less accumulated depreciation ... ... ... Lo e (2,305  (2,371)
1 $ 7,641  § 8573

The Company periodically reviews the carrymg value of its long-lived assets, including property, plant and
equipment, whenever events or changes in circumstances indicate that the carrying value may not be
recoverable. To the extent fair value of a long-lived assel, determined based upon the estimated future cash
inflows attributable to the asset, less estimated future cash outflows, are less than the carrying amount, an
impairment loss is recognized.

Goodwill and Other Intangible Assets

As a creator and distributor of branded information and entertainment copyrights, TWE has a significant
and growing number of intangible assets, including goodwill, cable television franchises, film and television
libraries and other copyrighted products and trademarks. In accordance with generally accepted accounting
principles, TWE does not recognize the fair value of internally generated intangible assets. Costs incurred to
create and produce copyrighted product, such as feature films and television series, generally are either
expensed as incurred, or capitalized as tangible assets, as in ihe case of cash advances and inventoriable
prodnct costs. However, accounting recognition is not piven to any increasing asset value thai may be
associated with the collection of the underlying copyrighted material. Additionally, costs incurred to create or
extend brands generally tesult in losses over an extended development period and are recognized as a
reduction of income as incurred, while any corresponding brand value created is not recognized as an
intangible asset in the consolidated balance sheet. On the other hand, intangible assets acquired in business
combinations accounted for by the purchase method of accounting are capitalized and amortized over their
expected useful life as a non-cash charge against future results of operations. As of January 1, 2001, in
conrection with the Merger, the intangible assets of Time Warner, including the significant value of internally
generated intangible assets of TWE to the extent acquired, were recorded at fair valve on AOL Time Warner’s
and TWE’s consolidated balance sheets. However, increases in the fair value of TWE’s intangible assets to the
extent they weren’t acquired in the Merger or increases in the fair value or creation of intangible assets related
to TWE businesses subsequent to the consummation of the Merger, are not reflected on AOL Time Warner’s
or TWE's consolidated balance sheet.

As discussed previously, FAS 142, which became effective on January i, 2002, required that goodwill and
certain other intangible assets deemed to have an indefinite useful life cease amortization. As a result, a
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substantial portion of the Company’s goodwill and intangible assets, including cable and television franchises
and brands and irademarks cease amortizing. However, TWE continues to amortize intangible assets that are
deemed to have a finite useful life, including film and television libraries and customer lists which are
amortized over weighted average useful lives of 17 and 5 years, respectively. Amortjzation of goodwill and
intangible assels was $150 million i 2002, $2.668 billion in 2001 and $503 million in 2000. Accumulated
amortization of goodwill and intangible assets at December 31, 2002 was $2.175 billion, $3.859 billion in 2001
and $4.445 hillion in 2000,

TWE periodically reviews the carrying value of acquired intangible assets, including goodwill, to
determine whether impairment may éxist. FAS 142 requires that goodwill and certain intangible assets be
assessed for impairment using fair value measurement techniques. Specifically, goodwiil impairment is
determined using a two-step process. The first step of the goodwill impairment test is used to identify potential
impairment by comparing the fair value of a reporting unit with its carrying amount, including goodwill. 1f the
fair value of a reporting unit exceeds its carrying amount, goodwill of the reporting unit is considered not
impaired and the second step of the impairment test is unnecessary. If the carrying amount of a reporting unit
exceeds its fair value, the second step of the goodwill impairment test is performed to measure the amount of
impairment loss, if any. The second of the goodwill impairment test compares the implied fair vatue of the
reporting unit’s goodwill with the carrying amount of that goodwill. If the carrying amount of the reporting
unit's goodwill exceeds the implied fair value of that goodwill, an impairment loss is recoguized in an amount
equal to that excess. The imptied fair vatue of goodwill is determined in the same manner as the amount of
goodwill recognized in a business combination. That is, the fair value of the reporting unit is allocated to all of
the asseis and Habilities of that unit (including any unrecognized intangible assets) as if the reporting unit had
been acquired in a business combination and the fair value of the reporting unit was the purchase price paid to
acquire the reporting unit. The impairment test for other intangible assets not subject to amortization consists
of a comparison of the fair value of the intangible assct with its carrying value. If the carrying value of the
intangible assct exceeds its fair value, an impairment loss is recognized in an amount equal to that excess. For
intangible assets subject to amortization, to the extent the fair value of the intangible asset, determined based
upon the estimated future cash flows attributable to the asset less estimated future cash oulflows, are less than
the carrying amount, an impairment loss is recognized. The determination of impairment of goodwill and other

intangible assets requires significant judgments and estimates, which is further discussed under Critical .

Accounting Policies.

Income Taxes

As a Delaware fimited partnership, TWE is generally not subject to U.S. federal and state income
taxation. However, certain of TWE’s operations are conducted by subsidiary corporations that are subject to
domestic or foreign taxation. Income taxes are provided on the income of such corporations using the Hability
method prescribed by FASB Statement No. 109, “Accounting for Income Taxes.” Under the fiability methed,
deferred income taxes reflect the tax effect of net operating loss and investment carryforwards and the net ax
effects of temporary differences between the carrying amount of assets and liabilities for financial staiement
and income tax purposes, as determined under enacted tax laws and rates. The financial effect of changes in
tax laws or rates is accounted for in the period of enactment. The subsequent realization of net operating loss
and investment tax credit carryforwards acquired in acquisitions accounted for using the purchase method of
accounting is recorded as a reduction of goodwill.

Stock-Based Compensation

AOL Time Warner has various stock option plans under which it may grant options to purchase AOL
Time Warner common stock to employees of AOL Time Warner and TWE. The Company follows the
provisions of FASB Statement No. 123, “Accounting for Stock-Based Compensation™ {“FAS 123™). The
provisions of FAS 123 allow companies to either expense the estimated fair value of stock options or 1o
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continue to follow the intrinsic value method set forth in Accounting Principles Board: Opinion No. 25,
“Accounting for Stock Issued to Employees™ (“APB 257} but dis¢lose the pro forma effects on net income
(loss) had the fair value of the options been expensed, AOL Time Warner has elected 1o continue to apply
APB 25 in accounting for its stock option incentive plans {Note 11).

In accordance with APB 25 and related interpretations, compensation expense for stock options is
recognized in income based on the excess, if any, of the quoted market price of the stock at the grant date of
the award or other measurement date over the amount an employee must pay to acquire the stock. Generally,
the exercise price for stock options granted 10 employees of TWE equals or excecds the fair market value of
AOL Time Warner common stock at the date of grant, thereby resulting in no recognition of compensation
cxpense by AOL Time Warner, nor charged to TWE. For awards that generdle compensation expense as
defined under APB 25, the Company calculates the amount of compensation expense and recognizes the
expense over the vesting period of the award,

As previously discussed, in 2002 the FASB issued FAS 148. FAS 148 provides alternative methods of
transition for a voluntary change to the fair value based method of accounting for stock-based employee
compensation. FAS 148 also requires that disclosures of the pro forma effect of using the fair value method of
accounting for stock-based employee compensation be displayed more prominently and in a tabular format.
Additionally, FAS 148 requires disclosure of the pro forma efféct in interim financial statements. The
transition and annual disclosure requirements of FAS 148 are cffective for fiscal years ended after
December 15, 2002. The interim disclosure requirements of FAS 148 are effective for inferim periods
beginning after December 13, 2002, '

Had compensation cost for AOL Time Wamer’s stock option plans been determined based on the fair
value method set forth in FAS 123, TWE’s allocable share of compensation cost would have decreased its net
income to the pro forma amounts indicated below: :

Years Ended December 31,

2002 2001 2000
(millions)
Netincome, as reported .. ... ovt e $(21,219)  $(1,032) § 229
Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards. . .. {297) (69)  (146)

Pro forma net Come ... ..ot e e $(21,516) $(1,101) § 83

Comprehensive Income (Loss)

Comprehensive income (loss), which is reported on the accompanying consolidated statement of
parinership capital as a component of accumulated other comprehensive income (loss}, consists of net income
(loss) and other pains and losses affecting partners’ capital that, under accounting principles generally
accepted in the United States are excluded from net income (Joss). For TWE, such items consist primarily of
unrealized gains and losses on marketable equity investments and foreign currency translation gains and losses.
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The following summary sets forth the componernts of other comprehensive income {loss) accumulated in
partners’ capital: '

Foreign Net Derivative Unfunded Accumulated
Currency Unrealized Financial Accumulated Other
Trapslation  Gains (Lesses) Instrument Benefii Comprehensive
Losses on Securities Losses 7 Obligation Income (Loss)
(¥n millions) B
Balance at Decernber 31, 2000... . $— — $— 3 — 3 —
2001 activily oo e 1 {7 — = ©)
Balance &t December 31, 2001 . .. 1 (7} — -— (&)
2002 activity ..o oo i 35 9 _@zn {183) {160}
Balance at December 31, 2002. .. $36 $2

$(21) $(183) $(166)

Reclassifications

Certain reclassifications have been made to the prior years' consolidated financial statements fo conform
to the 2002 presentation. :

2. GOODWILL AND IN'I‘ANGIBLE‘ASSETS‘

As discussed in Note 1, in January 2002, TWE adopted FAS 142, which requires companies to stop
amortizing goodwill and certain intangible assets with an indefinite useful life. Instead, FAS 142 requires that
goodwill and intangible assets deemed to have an indefinite useful life be reviewed for impairment upon
adoption of FAS 142 (January 1, 2002) and annually théreafter. ' ‘ '

Under FAS 142, goodwill impairment is deemed to exist if the net book value of a reporting unit exceeds
its estimated fair value. The Company’s reporting units are generally consistent with the operating segments
underlying the segments identified in Note 13 — Segment Information. This methodology differs from TWE's
previous policy, as permitted under accounting standards existing at that time, of using undiscounted cash
flows on an enterprisewide basis to determine if goodwill is recoverable.

Upen adoption of FAS 142 in the first quarter of 2002, TWE recorded a one-time, noncash charge of
$21.763 biltion to reduce the carrying value of its goodwill. Such charge is nonoperational in nature and is
roflected as a cumulative effect of an accounting change in the accompanying consolidated statement of
operations. In calculating the impairment charge, the fair. value of the impaired reporting units undertying the
segments were estimated using either a discounted cash flow methodology, market comparisons or recent
comparable transactions or a combination thereof. '

The $21.763 billion goodwill impairment is associated solely with goodwill resulting from the Merger.
The amount of the impairment primarily reflects the decline in AOL Time Warner’s stack price since the
Merger was announced and valued for accounting purposes in January of 2000. Prior to performing the review
for impairment, FAS 142 required that all goodwill deemed to be related to the entity as a whole be assigned
to all of the Company’s reporting units, inicluding the reporting units of the acquirer. This differs from the
previous accounting ruies where goodwill was assigned onty to the businesses of the company acquired: As a
result, effective January 1, 2002, $6.857 billion of the goodwill generated in the Merger, which was previously
allocated to the TWE segments, has been reallocated on a relative fair value basis to other segments of AOL
Time Warner.

During the fourth quarter of 2002, the Company performed its annual impairment review for goodwill
and other intangible assets and recorded an additional charge of approximately $2.355 billion, which is
recorded as a cornponent of operating income in the accompanying consolidated statement of operations. The
$2.355 billion is reflective of the overall decline in market values and includes charges to reduce the carrying
value of goodiwill at the Cable segment.
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The approximate $2,355 billicn charge at the Cable segment reflects current market conditions in the
cable television industry, as evidenced by the decline in the stock prices of comparable cable television
companies.

A summary of changes in the Company's goodwill during the year ended 2002, and lotal assets at
December 31, 2002, by business segment is as follows (millions):

Goodwill Total Assets
.!anuary{hg, Acquisitions & Cumuiative Effect of  4th Quarter Decenber 31, December 31,

2002" Adjustments® Accounting Change  Impairment 2002 2002 .
Cable .............. $19,048 $ 75 $(16,768) $(2,355)  § $29,990 i
Filmed Entertainsment 6,165 6 {2,851) — 3,320 13,276
Networks™ ... ... .. 8,934 20 (2,144) — 6,809 10,240
Corporate . .......... — — — — — 849
Total ... ... $34,147 $10§ $(21,763) $(2,355)  $10,129 $54,355

3)
sy

Reficcts the reallocation of goodwill of $6.857 billion to other segments of AOL Time Warner under FAS 142,

In addition to the goodwill identified above, AOL Time Wamer has recognized goodwill associated with deferred tax liabilities related to TWE's
assets and Habilities. Neither the deferred tax liabilities nor the comesponding goodwill are recorded in TWE's standatone financial statements
because TWE 15 generally not subject to 1.5, Federal income taxation.

“ Includes impairments at HBQ ($1.933 billion) and The WB Network (3211 million).

" Includes goodwill created in acquisitions consymmated in 2002 as well as adjustments te TWE’s preliminary purchase price allocation for several
acquisitions consummaled in 2001,

The impairment charges are non-cash in nature and do not affect the Company’s liquidity or result in the
non-compliance of any debt covenants.

The Company’s intangible assets and related accumulated amortization consisted of the following (in

millions): _
As of December 31, 2002 As of December 31, 2001
Accumulated Accumulated
Gross Amortization™ Net Gross Amortization™ Net

Intangible assets subject to

amortization:
Film library . ... ........... $ 2,529 $ (276) $ 2,253 $ 2,329 $ (138) $ 2,391
Customer lists and other )

intangible assets , ... ... .. 193 {105) 88 204 {131) 73
Total. ... .. ..., $ 2,722 $ (381} $ 2,341 0§ 2,733 $ (269) $ 2,464 !
Intangible assets not subject |

to amortization: . .
Cable television franchises'™ $21,685 $(1,256) $20,429  $21.911 $(1,644) $20,267
Brands, trademarks and other ‘

intangible assets .. ....... 2,150 - (61) 2,089 2,150 (61} 2,089

Total. ..ot $23,835 (1,317 $22,518  $24,061 ${1,705) $22,356

Accumtlated amoriization for intangible assets not subject to amortization relates to amorijzation expense recognized prior 10 the adoption of
FAS 142,

™ The change in cable television franchises primarily relates 1o the restrugluring of TWE-A/N, which resulted in the deconsaolidation of the gross and

accumulated amortization balances relating to the cable television franchise intangible assels of the Advance/ Mewhouse Systems. The decline in thie
gross balance was offset in part by the increase in the camrying vatue of Comeast’s indirect interest in TWE-A/N as part of the restructusing.
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The Company tecorded amortization expense of $150 million for the year ended 2002 compared o
$2.668 billion for the year ended of 2001. Based on the current amount of intangible assets subject to
amortization, the estimated amortization expense for each of the succeeding 5 years are as follows: 2003:
$149 miltion; 2004: $144 million; 2005: $183 million; 2006: $183 million; and 2007: $144 million. As
acquisitions and dispositions occur in the future and as purchase price allocations are finalized, those amounts
may vary.

During the year eaded of 2002, the Company acquired the following intangible assets (in millions):

Weighted Average
f}mortization Period

Other intangible assets subject 1o AmoTHZAtON . v s eae v $ 27 10-15 years
Cable television franchises not subject to amortizatien™® .. ... oo 890 Indefinite
TOMAL + v oo ee e e et e $917

12 The jncrease in cable television franchises primazily relates to the increase in the carrying vatue of Comeast’s interest in TWE-A/N as part of a
restructuring of that partnership.

The 200t and 2000 results on a historical basis do not reflect the provisions of FAS 142, Had TWE
adopted FAS 142 on January 1, 2000, the historical net income (loss) would have been changed to the
adjusted amounts ndicated below:

Year Ended
December 31, 2001 December 31, 2000

{millions}
Net income Net income
. (loss) floss)
As reported — historical BESIS e s e ia i $(1,032) $229
Add: Goodwill amortizallon . ..o o 1,673 119
Add: Tntangible amortization .. ..o 853 324
Add: Equity investee goodwill amortization ......... .ot 133 44
Discontinued operations .. ... ooooriia i 41 62
AGRISIEd - - oot $ 1,668 $778

3. MERGER-RELATED COSTS

America Online-Time Warner Mevger

In connection with the Merger, TWE has reviewed its operations and iinplemented several plans to
restructure its operations {“restructuring plans™). As part of the restructuring plans, TWE recorded a
restructuring Hability of $301 million during 2001. The restructuring accruals relate to costs to exit and
consolidate certain activities at TWE, as well as costs to terminate employees across varlous business units.
Such amounts were recognized as liabilitics assumed in the purchase business combination and included in
the allocation of the cost to acquire Time Warner. Accordingly, such amounts resulted in additional goodwill
being recorded in connection with the Merger.

OF the total restructuring costs, $107 million related to work force reductions and represented employee
termination benefits. Employee termination costs occurred across most TWE business units and ranged from
senior executives to line persennel. The number of employees initially identified to be involuntarily terminated
or relocated approximated 1,600. As of Decemnber 31, 2002, approximately 800 of the terminations had
oceurred. The remaining 800 terminations are no longer expected to occur. Becanse certain employees can
defer receipt of termination benefits, cash payments may continue after the employee has been terminated

F-49

TR N




TIME WARNER ENTERTAINMENT COMPANY, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continned}

{generally for periods up-to 24 months). Employee termination payments of $19 million were made in 2001
and $29 million were made in 2002. In addition during 2002, there were non-cash reductions in .the
restructuring accrual of $36 million, as actual employee termination payments were less than amounts
originally estimated. As of December 31, 2002, the remaining liability of approximately $23 million was
classified as a current Hability in the accompanying consolidated balance sheet.

The restructuring charge also includes approximately $194 million associated with exiting certain
activities. Specifically, TWE has exited certain under-performing operations, including the Studio Stores
operations included in the Filmed Entertainment segment. The restructuring accrual associated with exit
activities specifically includes incremental costs and contractual termination obligations for items such as
leasehold termination payments and other facility exit costs incurred as a direct result of these plans, which
will not have future benefits. Payments related to exit activities were approximately $88 million in 2001 and
$80 million were paid in 2002. In addition, there were non-cash reductions in the restructuring accrnal of
approximately $11 million, as actual termination payments were more than amounts originally estimated, As
of December 31, 2002, the remaining Hability of $37 million was primarily classified as a current liability in the
accompanying consolidated balance sheet.

Selected information relating to the restructuring plans follows (in millions):

Employee

Termination Exit Costs Total
Initial accruals ... ... .. $107 $194 £301
Cash pald — 2000 . .. .. (19) {88) (107)
Restructuring liability as of December 31, 2001............... $ 88 $106  $194
Cash paid — 2002, ... .. (29 (80 (109)
Noncash reductions™ — 2002 ... ... .. ... ... ... . ... ... ... (23) (2) (25)
Restructuring liability as of December 31, 2002............ .. $ 36 $ 24 $ 60

@ Noncash rediciions represent adjustments to the restreeturing accrual, and a corresponding reduction in goodwill, as actual costs related 1o einployee
terminations and other exit costs were less than originally estimated.

Restructuring Costs

During the year ended December 31, 2002, TWE incurred and accrued other restructuring costs of
$13 million that related to work force reductions and represented employee termination benefits. The number
of employees expected to be terminated was approximately 210. As of December 31, 2002, substantially all the
terminations had occurred. The severed employees spanned the major departments and divisions of TWE and
ranged from senior executives to line personnel. As of December 31, 2002, $2 million has been paid against
these accruals. The remaining $11 million is primarily classified as a current lability in the accompanying
consolidated statement of operations.

4. CABLE-RELATED TRANSACTIONS AND INVESTMENTS
Restructuring of TWE-Advance/Newhouse and Road Runner Pactnership

Prior to August 1, 2002, the TWE-A/N was owned approximately 64.8% by TWE, the managing partner,
33.3% by the Advance/Newhouse Partnership (“Advance/Newhouse™) and 1.9% indirectly by AOL Time
Warmner. The financial position and operating results of TWE-A/N were consolidated by TWE, and the
partrership interest owned by Advance/Newhouse was reflected in the consolidated financial statements of
TWE as minority interest. In addition, prior to August 1, 2002, Road Runner, a high-speed cable modem
Internet service provider, was owned by TWI Cable Inc. (a whelly owned subsidiary of AOL Time Warner),
TWE and TWE-A/N, with AOL Time Warner owning approximately 65% on a fully attributed basis (i.c.,
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after considering the portion attributable io the minority partners of TWE and TWE-A/N). AOL Time
Warner's interest in Road Runner was accounted for using the equity method of accounting because of certain
approval rights held by Advance/ Newhouse.

On June 24, 2002, TWE and Advance/Newhouse agreed to restructure TWE-A/N, which, on August 1,
2002, (the “Debt Closing Date™) resulted in Advance/Newhouse assuming responsibility for the day-to-day
operations of certain TWE-A/N cable systems serving approximately 2.1 million subscribers located primarily
in Florida (the “Advance/Newhouse Systems™). On the Debt Closing Date, Advance/Newhouse and its
affiliates arranged for a new credit facility, which is independent of and not guaranteed by AOL Time Warner,
to support the Advance/Newhouse Systems and assumed and repaid approximatety $780 million of TWE-A/
N’s senior indebtedness. As of the Debt Closing Date, Advance/Newhouse assumed rc)sponsib'ilily for the
day-to-day operations of the Advance/ Newhouse Systems. As a result, TWE has deconsolidated the financial
position and operating results of these systems. Additionally, alt prior period results associated with the
Advance/Newhouse Systems, including the historical minority interest allocated to Advance/ Newhouse’s
interest in TWE-A/N, have been reflected as a discontinued operation for all periods presented. Under the
new TWE-A/N Partuership Agreement, eflective as of the Debt Closing Date, Advance/Newhouse’s
partnership interest tracks only the economic performance of the Advance/Newhouse Systems, including
associated liabilities, while TWE retains all of the economic interests in the other TWE-A/N assets and
liabilities. The restructuring was completed on December 31, 2002.

Road Runner Restructuring

"The high-speed online businesses of Time Warner Cable and AT&T were managed in a separate venture
(“Road Runner”) in which the common equity interests were coltectively owned 68.6% by TW1 Cable Inc.,
TWE and TWE-A/N and 31.4% by AT&T. In addition, Microsoft Corp. and Compaq Computer Corp. each
owned a preferred equity interest in Road Runner that was convertible into a 10% common equity interest (the
“preferred Bquity Interests”). In December 2000, Time Warner announced that the ownership of Road
Rumner would be restructured. As a result of the restructuring, TWE recognized a one-fime restructuring
charge of $35 million in 2000 refated to employee severance and payments Lo terminate contracis. This charge
is included in other expense, net, in the accompanying consolidated statement of operations. Subsequent to the
restructuring, Road Runner was owned by TWI Cable Inc., TWE and TWE-A/N, with TWE owning
approximately 68% on a fully attributed basis (i.¢., after considering the portion attributable to the minority
pariners of TWE-A/N). As of December 31, 2001, TWE’s interest in Road Runper continued to be
accounted for using the equity method of accounting because of ceriain approval rights held by Advance/
Newhouse, a partner in TWE-A/N.

As previously discussed, as part of the restructuring of TWE-A/N, on the Debt Closing Date, AOL Time
Wamner effectively acquired Advince/Newhousc’s atiributable interest in Road Runner, thereby increasing its
ownership to approximately 82% on a fully attributed basis. As a result of the termination of Advance/
Newhouse’s minority rights in Road Runner, TWE has consolidated the financial position and results of
operations of Road Runner with the financial position and results of operations of TWE’s Cable scgment. As
permitted under generally accepted accounting principles, the Company has consolidated the results of Road
Runner retroactive to the beginning of 2002. '

In connection with the TWE-A/N restructuring, TWE recognized a non-cash pretax gain of approxi-
mately $1.2 biftion. The gain was calewlated as the difference between the fair value received in the
restructuring (e.g., TWE's increased economic interest in the TWE-A/N cable systems rernaining under the
management of TWE) and the carrying value surrendered (e.g. the carrying value of TWE's interest in the
Advance/Newhouse Systems). In order lo deternine fair value, in addition to internal analysis, the Company
obtained an appraisal from an independent valuation firm. The gain was mitigated because a portion of TWE’s
investment in TWE-A/N that retated to AOL Time Warner's interests was recently adjusted to fair value as

F-51




TIME WABNER ENTERTAINMENT COMPANY, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

part of purchase accounting for the Merger. The gain is'included as part of discontinued operations in fhe
accompanying consolidated statement of operations for year ended December 31, 2002.

Cable Television System Joint Ventures

Time Warner Cable has a 50% inierest in a number of unconsolidated cable television systems that served
an aggregate 1.6 million subscribers and had combined debt of approximately $2.1 billion as of December 31,
2002. Unconsolidated cable television joint ventures include AOL Time Warner’s investment in Texas Cable
Partners, L.P., (“Texas Cable”) which as of December 31, 2002 served approximatefy 1.2 million subscribers,
and Kansas City Cable Partners (“Kansas City Cable”), which as of December 31, 2002 served approxi-
mately 306,000 subscribers. As of December 31, 2002, Texas Cable and Kansas City Cable had outstanding
debt of approximately $1.764 billion (including $268 million due to TWE) and $399 million, respectively.

5. INVESTMENTS, INCLUDING AVAILABLE-FOR-SALE SECURITIES

TWZE’s investments, including available-for-sale securities consist of:
1

December 31,

2002 2001

{millions)
Equity method Investments ... ... o oo $2,345  $2,084
Cost-method Imvestments . .. ... .. o 16 13
Fair-value method investments, inchiding derivative nstruments ................. 42 - 211
Total .o $2,503  $2,308

) The fair value of TWE’s cost-method and fair-value investments, mcludmg equity derivative instruraents, was approximately $158 million at
December 31, 2002, and $224 million at December 31, 2001.

Investinent Writedowns

The carrying value of the Company’s investments in its unconsolidated cable television system joint
ventures was adjusted upward in the Merger by aver $1 billion. During 2002, the value of these investments
experienced a decline in value and during the fourth quarter, management determined that the decline in
value was other-than-temporary and recorded an impairment charge of $363 million to reduce the carrying
value of certain investments to fair value. In determining fair value, the Company considered the per
subscriber valuation of consolidated cable television systems that was used to determine the goodwill

impairment charge at the Cable segment in the fourth quarter of 2002, as well as per subscriber valuations of
unrelated cable television companies.

Equity-Method Investments

Al December 31, 2002, investments accounted for using the equity method and the voting ownership
percentage held by TWE on a fully attributed basis included: Comedy Partners, L.P. (50% owned), certain
cable system joint ventures and certain international cable and programming joint ventures (generally 25-50%
owned) and Courtroom Television Network LLC (50% owned). In 200! and 2000, equity investee
information was additionally provided for Road Runner, which is no longer accounted for under the equity
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method of accounting as of December 31, 2002. A summary of combined financial information as reported by
the equity investees of TWE is sct forth below:

Years Ended December 31,

2002 2001 2000
(millions)
Operating Results:
REVEITUES - -+« o s s e e e e ettt e e e e e e s $2,143  $1,701  $1,589
Operating income (l0SS) «...oveuniiiaiaei 322 {58) i3
Net ineome {JOSS) .+ v o nvntmmea e 149 (183) (260)

Balance Sheet:

CUTTETT ASSCES o+« « e o v e e et a et v m e e e ea s i 415 356 352

TORAE SSSELS + + o v e e e e e et e e e e e 3,570 3464 3,103
Current HAbIHHES .« o\ v vttt e e i s 632 599 1,067
Long-ierm debl ..o e 2,065 2,108 2,018
Total Habilities. .o v v e o i e 2,886 2,904 3,170
Total shareholders’ equity or partners’ capital . .........ovvnneiaiinn 684 560 (67

The above table represents the combined financial information of entities in which TWE has an
investment accounted for using the equity method of accounting. These amounts are not the amounts reflected
on the Company’s accompanying consolidated financial statements. Consistent with TWE’s accounting policy
for investments accounted for using the equity method of accounting, as described in Note 1, TWE has
inctuded approximately $2.345 billion in “Investments, including available-for-sale securities” on the
accompanying censolidated balance sheet, representing TWE’s investment in and amounts due to and from
the equity investee. Similarly, the Company has recorded $24 million of income in other expense, net, in the
accompanying consolidated statement of operations, representing the Company’s share in the pretax income
{(loss) of the investees.

As discussed in Note 1, under the purchase method of accounting, the cost to acquire Time Warner was
allocated to its underlying net assets, including investments accounted for using the equity method of
accounting, based on their estimated fair values. As a result, TWE’s investments accounted for using the
equity method of accounting were adjusted upward by approximately $1.6 billion, including over $! billion
relating to investments in certain cable television joint ventures. These adjustments, which approximate the
difference between TWE’s carrying value in the investces and the Company’s underlying equity in the net
assels of the investees, were amortized on a straight-line basis over a weighted-average useful life of 17 years.
However, as discussed in Note 1, upon adoption of FAS 142 in the first quarter of 2002, AQOL Time Warner
ceased amortizing goodwill included in the carrying value of investments accounted for under the equity
method of accounting.

Gains on Sale of Interest in CanalSateliife

During 2000, Wamner Bros. recognized a net pretax, investment-related gain of approximately $65 mil-
lion, principally relating to additional proceeds received in 2000 in connection with the 1999 sale of an interest
in CanalSatellite. This gain has been included in other expense, net, in the accompanying consolidated
statement of operations in 2000.
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6. INVENTORIES AND FILM COSTS
Inventories and film costs consist of:

December 31,

2002 2001
(miilions)
Programming costs, less atnortization . . ... $1,314 $1,285

Merchandise ... ... e e . 154 158 =
Film costs — Theatrical:

Released, less amortization .. ... .. o i i i 602 650 :
Completed and not released. ... .. oo i 94 285 ]
In production . . ... e - 458 346
Development and pre-production . ... ... ... o i 39 - 36
Film costs — Television:
Released, less amortization .. ...t in i i i e 160 123
Completed and not refeased. ... ... o oo i6s 25
In production . ..., .ooeit it e 69 59
Development and pre-production ... ... oo 5 2
Total inventories and lm costs® e 3,060 3,039
Lesscurrentportionofimf_entory(b}...........................1...,...' ..... 871 852
Total noncurrent inventories and film costs

........... e e $2,189 $2,187

® Tioes not include $2.255 billion and $2.391 billion of net film library costs as of December 31, 2002 and December 31, 2001, espectively, which are
included in intangible assets subject to amortization on the accompanying consolidated balance sheet. See Note 2. .

M Cyrrent inventery as of December 31, 2002 and December 31, 200 is comprised of programsming inventory at the Networks segment (3717 million
and $694 miliion. Tespectively) and videocassettes and DVDs at the Filmed Entertainment segment ($154 million and 515% million, respectively).

Excluding the Library, approximately 93% of unamortized film costs for released films is expected to be
amortized within three years. Approximately $786 million of released and completed and not reieased film
costs are expected to be amortized during the next twelve menths.
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7. LONG-TERM DEBT AND OTHER TINANCING ARRANGEMENTS
Leong-Term Debt

Long-term debt consists of:

' Weighted
Interest tate 2002 2002 Outstanding Debt
at December Committed Unused __at December 31,
31, 2082 Maturities Capacity Capacity 2002 2001
{millions)
Bank credit agreement debt and
commercial paper programs®® 199%  2004-2007  $10,801  $6.645  $1,458  §2,290
Fixed-rate public debt........... 7.49% 2008-2033 3,394 — 3,394 4,011
De to AOL Time Warner ...... 1.53% 2004 2,084 — 2,084 1,734
Other fixed-rate obligations® .. .. — — 19 — 19 16
Fotal vt 16,298 6,045 6,955 3,051
Debt due within one year'® ... ... (8) — @ (2
Total long-term debt ............ - $16290  $6,645  §6,947  $8,049

) Committed capacity and unused capacity includzs approximately $1.0 billion of cash and short-1erm invesunenis less 5211 million of outstanding letters
of credit.

) portion of bank credit agreement and commercial paper program’s committed capacity can be used by non-TWE, AOL Time Warner segments. At
December 31, 2002, approximately $2.7 billion of commilted capacity was used by non-TWE segments.

1) Tncludes obligations under capital leases.

) Doeht due within one year relates to other fixed-rate obligations.

Bank Credit Agreements and Commercial Paper Programs

$10 Billion Revolving Credit Facilities

In July 2002, AOL Time Warner, together with certain of its consolidated subsidiaries, entered into two
new senior unsecured long-term revelving bank credit agreements with an aggregate borrowing capacity of
$10 billion . (the 2002 Credit Agreements”) and terminated two existing bank credit facilities with an
aggregate borrowing capacity of $12.5 billion (the “Old-Credit Agreements™), which were scheduled to expire
during 2002. The 2002 Credit Agreements are comprised of a $6 billion five-year revolving credit facility and a
$4 billion 364-day revolving credit facility, borrowings under which may be extended for a period up to two
years following the initial texrm. The borrowers under the 2002 Credit Agreements are AOL Time Warner,
TWE, TWE-A/N and AOL Time Warner Finance Irefand, The obligations of each of AOL Time Warner
and AOL Time Warner Finance Ireland are guaranteed by America Online, Time Warner, Turner
Broadcasting System, Inc. (“TBS”) and Time Warner Companies, Inc. (“TW Companies”), directly or
indirectly. The obligation of AOL Time Warner Finance Ireland is guaranteed by AOL Time Warner.
Borrowings bear interest at specific rates, generally based on the credit rating for each of the borrowers, which
is currently equal to LIBOR plus .625%, including facility fees of .10% and 125% on the total commitments of
the 364-day and five-year facilities, respectively. In addition, the Company is required to pay an additional
usage fee of .0625% if the two facilities in the aggregate have more than 33% outstanding and .125% if the
facilities have more than 66% outstanding. The 2002 Credit Agreements provide same-day funding, multi-
currency capability and letter of credit availability. They contain a maximum teverage ratio covenant of 5.0
times for each of TWE and TWE-A/N, but do not contatn any credit ratings-based defaults or covenants, nor
an ongoing covenant of representation specifically relating to a material adverse change in the Company’s
financial condition or results of operations. Borrowings may be used for general business purposes and unused
credit is available to support commercial paper borrowings. As of December 31, 2002, $1.458 billion was
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outstanding under these facilities. As of December 31, 2001, $2.290 billion was outstanding under the Old
Credit Agreements,

In January 2003, the Company received unanimous approval to amend its 2002 Crcd_lt‘Agrecments,
effective upon closing of the TWE restructuring. The amendments will (1) replactj the §50 billios net worth
covenant in each of the credit facilitics within the 2002 Credit Agreements with an inferest coverage c;o.venant
: of 2.0 times cash interest expense, (i) remove TWE-A/N as a borrower under all the cred]tl f?cﬂmcs and

TWE 25 2 borrower under (he ﬁ,ve-yeaf revolving credit facility and (iit) divide thc $4 billion 364-day
y revolving credit facility into a scparatc‘$2.5 billion revolving credit facility for AOL Time Warner g AQL
Tm}ﬁ: Warner Finance lreland and a $1.5 billion revolving credit facility for TWE (and TWC Inc. following
E any initial pubiic offering of its stock or registered public issuance of its debt). Other terms of t}lﬁf 364-day
credit facility were amended to reflect this bifurcation and the stand-alone nature of. the $15 billion TWE
credit facifity, As part of the same consent, the maturity of the $1.5 billion TWE credit facility was extended

from July 7, 2003 16 January 7, 2004, while the tength of the optional extension period was reduced from two
YG&rs to one vear,

Fixed-Rate Publje Borrowings

}?rom 1992 through 1993, TWE had various public debt offerings. The maturities of these ouistanding
offerings ranged from 10 10 40 years and the interest rates range from 7.25% 10 10.15%. At December 31,2002

and 2001, the (otal debt outstanding from these offerings was approximately $3.394 billion and $4.01%,
respectively,

F

Bebt Guarantees

RS

Each AOL Time Wammner General Partner has guarantecd a pro rata portion of approximately $3.3 billion

of TWE’s debt and accrued interest at December 31, 2002, based on the relative fair value of t}{e net assets

5 each AQOL Time Warner General Partner (or its predecessor} contributed to TWE (the “AOL Time Warner

General Partner Guarantees”). Such indebtedness is recourse {o each AQL Time Warner General Partner
only 10 the extent of iis guarantee. The indenture pursuant to whichi TWE’s notes and debentures have _been
issued {the “ng enture™) requires the majority consent of the holders of the notes and debentures to- i'ermmale

the AOL Time Wamer General Partner Guarantees, There are generally no restrictions on the ability of t_he

AOL Time Wamer General Partner guarantors to transfer material assets, other than TWE assets,‘to parties
that are not gusrantors. 1y addition approximately $1.168 billion of TWE-A/N’s debt and accrued interest at
December 31, 200) has been gnaranteed by TWI Cable Inc. and certain of its subsidiaries.

Interest Expense and Maturities

~ Interest expense amounted to $426 million in 2002, $554 million in 2001 and $634 million in 2000. The
;\ weighted average interest rate on TWE’s total debt was 4.54% and 3.74% at December 31, 2002 and 2001,

respectively. The Company recognized interest income of $25 million in 2002, $24 million in 2001 and
$22 million iy 2000.

Annual repayme ~ debt for the five years subsequent 10 December 31, 2002 consist of
$2.370 billion Eui m“‘;ogi 1§§§ §§'me billion due in 5007, all of which is bank debt. This includes all
borrowings under the Bank Credit Agreement, as well as any commercial paper borrowings :s\}pporied tl}ercb)r.
After 2007, o more than $1 billion matures in any one year. TWE has the intent and ability to continue 10
refinance its borrowings on a long-term basis through arrangements with AOL Time Warner.

Fair Yalue of Deht

Based on the level of interest rates prevailing at December 31, 2002 and 2001, the fair va—lu.c of_'l" WE’s
fixed-rate deby exceeded its carrying value by approximately $216 million in 2002 and $241 million in 2001,
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Unrealized gains or losses on debt do not result in the realization or expenditure of cash and generally dre not
recognized for financial reporting purposes unless the debt is retired prior to its maturity.

Other Financing Arrangements

From time to time, the Company enters into various other financing arrangements with special purpose
entities (“SPEs”). Thesc arrangements include facilities which provide for the accelerated receipt of cash on
certain accounts receivable and backlog licensing contracts. TWE employs thesc asrangements because they
provide a cost-efficient form of financing, including cestain tax benefits, as well as an added level of
diversification of funding sources. TWE is able to realize cost efficiencies under these arrangements since the
assets securing the financing are held by a legally separate, bankruptcy-remote SPE and provides direct
security for the funding being provided. These facilities generally have relatively short-ierm maturities {1 to
5 years), which is taken into account in determining the maximum efficiency for the Company’s overall capital
structure. The Company’s maturity profile of its outstanding debt and other financing arrangements is
relatively long-term, with a weighted average matusity of approximately 10 years. The assets and financing
associated with these arrangements, which are discussed in more detail in the following paragraphs, generally
qualify for off-balance sheet treatment.

Accounts Receivable Securitization Facilities

During 2002, TWE participated in two of AOL Time Warner's accounts receivable securitization
facilities that provided for the accelerated receipt of $80C million of cash on available accounts receivables,
including a $350 million accounts receivabic securitization facility that matured during the fourth quarter of
2002 and was not renewed. As of December 31, 2002, TWE had no unused capacity under its remaining
facility. In connection with each of these securitization facilities, TWE sells, on a revolving and nonrecourse
basis, certain of its accounts receivables (“Pooled Receivables”) to a qualifying SPE, which in turn sells a
percentage ownership interest in the Pooled Receivables to third-party commercial paper conduits sponsored
by financial institutions. These securitization transactions are accounted for as a sale in accordance FAS 140,
because the Company relinquished control of the receivables. Accordingly, accounts receivable sold under
these facilities are excluded from receivables in the accompanying consolidated balance sheet.

As proceeds for the accounts receivable sold to the qualifying SPE, TWE receives cash, for which there is
no obligation to repay, and an interest-bearing retained beneficial interest, which is included in receivables on
the accompanying consolidated batance sheet. In addition, TWE services the Pooled Receivables on behalfl of
the qualifying SPE. Income reccived by AOL Time Warner in exchange for this service is equal to the
prevailing masket rate for such services and has not been matenial in any period. The retained beneficial
interest, which has been adjusted to reflect the portion that is not expected to be collectible, bear an interest
rate that varies with the prevailing market interest rates. For this reason, and because the accounts recejvables
underlying the retained ownership interest that are sold to the qualifying SPE are generally short term in
nature, the fair value of the notes receivable approximated its carrying value at December 31, 2002 and at
December 31, 2001, The retained beneficial interest related to the sale of Pooled Receivables to a qualifying
SQPE is reflected in account yeceivables, met on the Company's consolidated balance sheet and was
$481 million at December 31, 2002 and $416 million at December 31, 2001. In 2002, additional net proceeds
received from TWE's accounts receivable by utilizing its accounts receivable securitization programs were not
material. In 2001 and 2000, additional net procceds received from TWE's accounts receivable by utilizing its
accounts receivable securitization programs were $116 million and $174 million, respectively.

Backlog Securitization Facility

TWE also has a backlog securitization facility, which effectively provides for the accelerated receipt of up
to $500 million of cash on available licensing contracts. Assels securitized under this facility consist of cash
contracts for the licensing of theatrical and television product for broadcast network and syndicated television
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exhibition, under which revenues have not heen recognized because such product is not available for telecast
until a later date (“Backlog Contracts”). In connection with this securitization facility, TWE sells, on a
revolving and nonrecourse basis, cerfain of its Backlog Contracts (“Pooled Backlog Contracts”) to a
qualifying SPE, which in turn sells a percentage ownership interest in the Pooled Backlog Contracts to a third-
party commercial paper conduit sponsored by a financial institution. As of December 31, 2002, TWE did not
have any unused capacity under this facility.

Recause the Backlog Contracts securitized under this facility consisi of cash contracts for the licensing of
theatrical and television product that have already been produced, the recognition of revenue for such
completed product is dependent only upen the commencement of the availability period for telecast under the
terms of the licensing agreements. Accordingly, the proceeds received under the program are classified as
deferred revenues in long-term liabilities in the accompanying consolidated balance sheet. The amount of
related deferred revenue reflected on TWE's accompanying consolidated balance sheet, related to the backlog
securitization facility, was $500 million at December 31, 2002 and $442 million at December 31, 2001. Total
filmed entertainment backlog contracts outstanding were approximately $3.2 billion at December 31, 2002 and
approximately $3.8 billion-at December 31, 2001,

Rating Triggers and Finaneial Covenants

Fach of the Company’s borrowing facilities discussed above, including financing arrangements with
SPEs, contain customary covenants. A breach of such covenants in the bank credit agreement that continues
beyond any grace period can constitute a default, which can limit the ability to borrow and can give sisc to a
right of the lenders to terminate the facility and/or require immediate payment of outstanding debt. A breach
of such covenants in the financing arrangements with SPEs that continues beyond any grace period can
constitute a termination event which can limit the facility as a future source of liquidity; however, there would
be no claims on the Company for the receivables or backlog contracts previously sold. Additionally, in the
event that the Company’s credit ratings decrease, the cost of maintaining the facilities and of borrowing
increases and, conversely, if the ratings improve, such costs decrease.

As of December 31, 2002 and through the date of this filing, the Company was in compliance with all
covenants. Management does not foresee that the Company will have any difficulty complying with the
covenants currently in place in the foresceable [uture. As discussed in more detail in Note | to the
accompanying consolidated financial statements, the Company recorded a non-cash charge of $21.763 billion
upon adoption of FAS 142, In addition, TWE recorded a charge of $2.355 billion in the fourth quarter of 2002
to reduce the carrying vatue of goodwill. These charges did not result in a violation of any of the Company’s
covenants.

During 2003, the Company received unanimous consent from its bank group to amend its 2002 Credit
Facilities. The amendment will, among other changes, replace the Company’s covenant to mainiain at least
$50 billion of GAAP net worth with an interest coverage covenant of 2.0 times cash interest cxpense. The
amendment will be effective upon the closing of the TWE restructuring.

Film Sale-Leaseback Transactions

From time to time the Comparty has entered into arrangements with investors in which certain films are
sold and leased back. The sale-leaseback of the films allows the investors to claim certain international tax
benefits of ownership of the film master negatives while the Company maintains control over all exploitation
rights and privileges to the films. Such entities are capitalized with the investors’ capital and debt and the
investors participate in all of the profits or losses of the entities. The present vatue to these entities of the future
revenue streams atiributable to these transactions is §1.3 biliion as of December 31, 2002. The Company does
not consolidate nor participate in the operating results of the entities. The Company retains certain proceeds of
the transaciions as censideration for entering inte the sale-leaseback transactions, and records the considera-
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tion received as a reduction of corresponding film costs. The benefit to the Company from these transactions
that was recognized as a reduction to film cost amortization in 2002 totaled $47 million.

8, INCOME TAXES

Domestic and foreign pretax income (loss) are as follows:

Years Ended December 31,
2002 2601 2000

{millions)
Domestic. .. ......-: SIS $(610) $(951) §$8Li
Foreign ......coovvees e [P 132 80 153
0T I R $(473) $(871) $964

As a partnership, TWE is generally not subject to U.S. federal, state or local income taxation. However,
certain of TWE’s operations are conducted by subsidiary corporations that are subject to domestic or foreign
taxation. Income taxes (benefits) of TWE and subsidiary corporations are as set forth below:

Years Ended Dcccmbér 31,

2002 200 2000
{milfions)
Federal:
CUITENE o v v vneamnanas S e SN $ 3 $ 3 $ 13
T e ror< R e 8 3 {6)
Foreign:
Current™ ... T R E R RET RS 138 106 139

Deferred ..... T ELEETEETERLTARLAAEE, (9) I3 (11)
State and local:

Current ... .. P 17 4 13
DT oy A O AR — — 9
Total HICOME LAKES . -« . s evveemerenrnesar e aanaen s $157 $127 $157

|
H

i Iacludes foreign withholding taxes of $81 million in 2002, $69 million in 2001 and $78 million in 2000.

The financial statement basis of TWE’s assets exceeds the corresponding tax basis by approximately
$37 billion ai December 31, 2002, principally as a result of differences in goodwill and accounting for
depreciable and amortizable assets for financial statement and income tax purposes.

9, PARTNERS’ CAPITAL

Partnership Capital and Allocation of Income

Each partner’s interest in TWE generally consists of the undistributed priority capital and residual equity
amounts that were initially assigned to that partner, or its predecessor, based on the estimated fair value of the
net assets each contributed to TWE (“Undistributed Contributed Capital”), plus, with respect to the priority
capital interests only, any undistributed priority capital retum. The priority capital return consists of net
partuership income allocated to date in accordance with the provisions of the TWE partnership agreement and
the right to be altocated additional partnership income which, together, provides for the various priority capital
rates of relurn as specified in the following table. The sum of Undistributed Contributed Capital and the
undistributed priority capital return is referred to herein as “Cumulative Priority Capital.” Cumulative Priority
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Capital is not necessarily indicative of the fair value of the underlying priority capital interests, principally due
to above-market rates of return on certain priority capital interests as compared to securities of comparable
credit risk and maturity, such as the 13.25% rate of return on the Series B Capital interest owned 100% by the
AOL Time Warner General Pariners. Furthermore, the ultimate realization of Cumulative: Priority Capital
could be affected by the fair value of TWE, which is subject to fluctuation.

A summary of the priority of Undistributed Contributed Capital, AOL Time Wamner's ownership of
Undistribuled Contributed Capital and Cumulative Priority Capital at December 31, 2002 and priority capital
rates of yeturn thereon is as set forth below:

Priority
Undistibuted Cumautative Capital % Owned
' Contributed Priority Rates of by AOL
Priority of Undistributed Contributed Capitsl Capital{a} Capital Return(h) Time Warner Comeast
(billions) - {(ownership%)
Series A Capital ......... ... ... ... ... $5.6 $22.0 13.00% 72.36% 27.64%
Series B Capital ... ........ ... ... .... 2,9 i14 13.25% 100.00% —
Residual Capital ........ ..., 3.3 3.3 . 1236%  27.64%

) Excludes partnership income or loss allocated thereto.

" To the extent incoms allocations are concursently distributed, the priority capita] rates of return on the Series A Capital and Series B Capital are 11.00%
and 11.25%, respectively.

) The Undistributed Contributed Capital relating to the Series B Capital has priority over the priority retums on the Series A Capital, The Undistributed
Comtributed Capital relating to the Residual Capital has priority over the priority zeturns on the Series B Capital and the Series A Capital.

' Residual Capital is not entitled to stated priority rates of return and, as such, its Cumulative Priority Capital is equal 1o its Undistributed Contributed
Capital. However, in the case of certain events such as the liquidation or dissoluticn of TWE, Residual Capital is entitled to any excess of the then fair
value of the net asseis of TWE over the aggregate amount of Cumulative Priority Capital and special tax allocations.

The Undistributed Contributed Capital generally is based on the fair value of the net assets that each
partner initially contributed to the partnership. For purposes of allocating partnership income or loss to the
partners, partnership income or loss is based en the fair value of the net assets contributed to the partnership
and results in significantly less partnership income, or results in partnership losses, in contrast to the net

income reported by TWE for financial statement purposes, which alse is based on the historical cost of
contributed net assets.

Under the TWE partnership agreement, partnership income, to the extent earned, is first allocated to the
partners’ capital accounts so that the economic burden of the income tax consequences of partnership
operations is borne as though the partnership were taxed as a corporation {“‘special fax ailocations”). After
any special lax allocations, partnership income is allocated to the Series A Capital and Series B Capital, in
order ol prioritly, al rales of 13.00% and 13.25% per annum, respectively, and finally to the Residual Capital.
Partnership losses generally are allocated first to eliminate prior allocations of partnership income to, and then
to reduce the Undistributed Contributed Capital of, the Residual Capital, Series B Capital and Series A
Capital, in that order, and then to reduce any special tax allocations. To the extent partnership income is
insufficient to satisfy all special aflocations in & particutar accounting period, the right to receive additional
partnership income necessary to provide for the various priority capital rates of return is carried forward until
satisfied out of future partnership income, including any partnership income that may result from any
liguidation, sale or dissolution of TWE.

TWE reported a net loss of $21.219 billion and $1.032 billion for the year ended December 31, 2002 and
2001, respectively. In 2002, this loss included a $21.763 billien non-cash charge related to the cumulative
effect of an accounting change and a $2.355 billion impairment charge for goodwill, each of which was
allocated from AOL Time Warner. In addition, in 2002 there was a $1.182 billion gain attributed to the
minority partners of TWE in connection with the restructuring of TWE-A/N (Note 4). Because of the
priority rights over allocations of income/loss and distributions of TWE held by the AOL Time Warner
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General Partners, of the remaining $1.717 billion of TWE’s income, $1.488 billion was allocated to AOL Time
Wamer and $229 million was allocated to the minority partners of TWE, including $6 million of pretax gains
attributable to Comeast thal were recognized in connection with the sale or exchange of various cable
television systems al TWE. For 2001, $1.015 billion of TWE's net loss was allocated to AOL Time Warner
and $17 million was aliocated to the minority partners of TWE, net of $28 million of pretax gains attributable

to Comeast that were recognized in connection with the sale or exchange of various cable television systems at
TWE.

Capital Distributions

The assets and cash Jows of TWE are restricted by the TWE partnership and credit agreements, As such,
they are unavailable for use by the partners except through the payment of certain fees, reimbursements, cash
distributions and loans, which are subject to limitations. Under the 2002 Credit Agreements, TWE is
permitted to incur additional indebtedness to make loans, advances, distributions and other cash payments to
its partners, subject to its individual compliance with the leverage ratio covenant contained therein.

At December 31, 2002 and 2001, the AOL Time Warner General Partners had recorded $8 million and
$446 million respectively, of stock option related distributions due from TWE, based on closing prices of AOL
Time Warner common stock of $13.10 and $32.10, respectively. AOL Time Warner is paid when the options
are exercised. The AOL Time Warner General Pariners also receive tax-related distributions from TWE ona
current basis, During 2002, the AOL Time Warner General Partners received distributions from TWE in the
amount of $497 million, consisting of $473 million of tax-related distributions and $24 million of stock option
related distributions. During 2001, the AOL Time Warner General Partners received distributions from TWE
in the amount of $317 million, consisting of $53 million of tax-related distributions and $264 million of stock
option related distributions. In addition to the tax and stock option distributions, TWE may make other capital
distributions {0 its partners that are also subject to certain limitations contained in the TWE partnership and
credit agreements.

10, STOCK-BASED COMPENSATION PLANS
Effect of America Online-Time Warner Merger on Stock-Based Compensation Plans

In connection with Time Warner's agreement to merge with America Online entered into in January
2000, all Time Warner stock options and restricted stock outstanding at that time became fully vested,
pursuant to the terms of Time Warner’s stock option and restricted stock plans. In addition, on Januvary 11,
2001, the date the Merger was consummated, cach outstanding equity security of Time Warner was converted
into 1.5 units of an equivalent equity security of AOL Time Warmer. See Note | for a summary of the terms of
the Merger.

Stock Option Plans

AOL Time Warner has various stock option plans under which AOL Time Warner may grant options to
purchase AOL Time Warner common stock to employees of AOL Time Warner and TWE. Such options
have been granted to employees of TWE with exercise prices equal to, or in excess of, fair market value at the
date of grant. Accordingly, in accordance with APB 25 and related interpretations, compensation cost
generally has not been recognized by AOL Time Wamer, nor charged to TWE, related fo such stock option
plans. Generally, the options become exercisable over a four-year vesting period and expire ten years from the
date of grant. Had compensation cost for Time Warner’s stock option plans been determined based on the fair
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value method set forth in FAS 123, TWE'’s allocable share of compensation cost would have decreased its net
income to the pro forma amounts indicated below:

Years Ended December 31,

2002 2001 2000
(millions) -
Net income, as reported ... ... i $(21,219)  $(1,032) §229
Deduct: Total stock-based employee compensation expense
determined under fair valie based method for all awards . . .. (297) (69) (146)
Pro forma net income . ...... ... . .. L Lol L $(21,516)  $(1,101) $83

For purposes of applying FAS 123, the fair value of each option grant is estimated on the date of grant
using the Black-Scholes option-pricing model with the following weighted-average assumptions {(which, for
2000 yefect the impact of the announced Merger) used for grants to TWE employees in 2002, 2001 and 2000:
dividend yields of 0% in all years; expected volatility of 52.9%, 59.3% and 46.3%, respectively; risk-free interest
rates of 4.12%, 4.8% and 6.4%, respectively; and expected terms to exercise of .47 years after vesting for 2002
and 1.0 years after vesting for 2001 and 2000.

The weighted average fair value of an option granted to TWE employees during the year was $9.62 in
2002, $25.38 in 2001 and $28.05 in 2000,

A summary of stock option activity with respect to employees of TWE is as follows:

Thousands Weighted-Average

of Shares Exercise Price
Balance at December 38, 1999 .. ... ... . . 67,209 $17.11
Granted ... . 7,251 57.23
Exercised . ... ... .. e (6,522) 13.53
Cancelled™ ... 1,502 16.99
Balance at December 31, 2000 .. . .. ... 69,440 21.63
Granted™ . ... ... ... e 37,200 46.13
Exercised . ... .. .. {10,300) 13.06
Cancelled™ . . (394) 40.19
Balance at December 31, 2001 ... .. .. . ... ... 95,446 31.98
Granted .. ... 21,7960 25.19
Bxercised . .. ..o (2,185) 9.95
Cancelled™ .. ... (10,329) 35.56
Batance at'December 31, 2002 .. ... ... . . ... . .. 104,722 $30.67

¥ Includes all options cancelled and forfeited during the year, as well as options related 1o employees who have been transferred out of and inta TWE
to and from non-TWE AOL Time Warner segments.

i In 2001, a special Founder's Grant was issued to most individuals who were employees of TWE during the year the Merger was consummated, only
a portion of which is expected to be recurring in the future.

December 31,

2002 2001 2000
(thousands)
Exercisable .. ... o 59,476 54,442 62,415
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The following table summarizes information about stock options outstanding with respect to employees of
TWE at December 31, 2002:

Options Outstanding Options Exercisabie
Weighted-
Average Weighted- ) Weighted-
Number Remaining Average Number Average
Quistanding Contractual Exercise Exercisable Exercise
Range of Exercise Frices at 12/31/02 Life Price at 12/31/02 Price
. (thousands} (thousands}
Under $10. . ..o e 559 1.18 $ 8.58 559 $ 858
$1001 Lo B15.00 ... 29,389 2.6 $13.28 28,494 $13.29
$1501 w0 %2000 ......0iieenn 6,484 5.40 $16.74 4,412 $16.17
$2001 o $30.00 ...t 22,979 8.08 $25.65 6,139 $23.03
$3001 to 34300 ... 10,883 1.57 $37.56 6,292 $38.49
$4501to $30.00 ... ... 26,806 7.91 $47.62 9,062 $47.36
$50.01 10 $60.00 ... \'eeuurionnn 7,438 751 $56.18 4,384 $56.85
$60.01 to $90.00 ... .. 184 1.25 $64.00 134 $64.00
Total ..o 104,722 6.25 years $30.67 59,476 $25.04

TWE reimburses AOL Time Warner for the use of AOL Time Warner stock options on the basis
described in Nete 9.

11. BENEFIT PLANS

TWE and its subsidiaries have defined benefit pension plans covering most domestic employees. Pension
benefits are based on formulas that reflect the employees’ years of service and compensation levels during their
employment period. AOL Time Warner's common stock whose value represents approximately 5% and 10%
of fair value of plan assets at December 31, 2002 and 2001, respectively. After consummation of the Merger,
participation in TWE’s defined benefit pension plans was Hmited to employees who previously participated in
these plans. A summary of activity for TWE’s defined benefit pension plans is as follows:

Years Ended
December 31,
Wz 2000 200

(millions)
Components of Pension Expense
GEIVICE COST + - vt e e e e e v et ae e $39  $36 839
TREETESE COSE+ o v v v v e e ae e aa e e e a s s st ST 48 45 41
Expected return on PlAN ASSELS . ... (50) (46) (48)
Net amortization and defersal . ... ..o vei i 10— (42)
Fotal PERSION EXPEISE .« oo v vvrernmerrrmron s s st U $44  $35  $20
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Deecember 31,
2002 2001
(millions)

Change in Projected Benefit Obligation

Projected benefit obligation at beginping of year .......... ... ... ... . ... ......... $ 636 $538

Service cost........... ..., ... S 39 36

Interest COSL ..o 48 45

Actuarial 108 . ..o e 73 45

Benefits pald ... .. ..o o e (17) (19}
Amendments to plan ProvISIOns . ... ... e 27 (N
Impact of TWE-AN restructuring . .. ..o ovv i e (19) ——

Projected benefit obligation at end of year .. ..... ... .. vt $ 787 $636

Change in Plan Assets

Fair value of plan assets at beginning of year. ... ... .. Lo $ 587 §506

Actual return on plan assets . ... ... ... ... ... .. ... e e e (82) {41)
Emp!oycrcontribution.........,..,....................._ .............. e 27 137

Benefits paid . ... o {15) (15
Impact of TWE-AN restructuring .. ... .o iuine e (21 —

Fair value of plan assets at end of year™ .. ... ... L 496 - 587

Underfunded projected benefit obligation .. ........... ... ... ot (291) (49)
Additional minimum Hability™ ... . . (214) (5)
Unrecognized actuarial (gain) loss™ ... . . 333 130

Effects of settlement accounting ... ........ouunir et h —

Unrecognized prior service cost ....... ... ... oeriiiein... e 30 3

Prepaid (accrued) pension eXpense .. .......o.oueii i e $(149 § 719

& Tncludes AOL Time Warner commion stock of approximately 4 million in 2002 and 2001, respectively,

) The additional minimum lisbility is primarily offset by 2 $183 miftion reduction of other comprehensive income and a $31 million intangible asset in the
consolidated balance sheet.

) Reflects primarily an actua) loss on plan assets that significantly exceeded the assumed rale of refurn in 2002,
) Becember 31,

20602 2001 2400
Weighted-Average Pension Assumptions
DIsCOunt Fate .. ... 6.75% 7.50% 7.75%
Expected return on plan assets . ... i e 9% 9% 9%
Rate of compensation increase ... .. ... ... .. i i 4.5% 4.5% 5%

Included above are projected benefit obligations and accumulated benefit' obligations for unfunded
defined benefit pension plans of $67 million and $60 million as of December 31, 2002, respectively; and
$34 million and $41 million as of December 31, 2001, respectively. As of December 31, 2002, the projected
benefit obligation, accumulated benefit obligation and fair vatue of plan assets were $786 million, $644 million,

and $494 million, respectively, for plans where the accumulated benefit obligation exceeded the fair value of
plan assets.

Ceriain domestic employees of TWE participate in multi-employer pension plans as to which the expense
amounted to $43 million in 2002, $36 million in 2001 and $36 million in 2000. Employees of TWE’s

operations in foreign countries participate to varying degrees in local pension plans, which in the aggregate are
not significant.
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TWE employees also generally participate in certain defined contribution plans, including savings and
profit sharing plans, as to which the expense amounted to $38 million in 2002, $35 milion in 2001 and
$38 million in 2000. Contributions to the savings plans are based upon a percentage of the employees’ elected
contribufions.

Pension Funding Liabikity

During the fourth quarter of 2002, the Company recorded a liability for the. unfunded accumulated
benefit obligation of approximately $90 million, This Hability represents the excess of the accumulated benefit
obligation under the Company’s qualificd defined benefit pension plans over the fair value of the plans’ assets.
In accordance with GAAP, this liability was established by a charge to sharcholders” equity, resulting in no
effect to the accompanying consolidated statement of operations. In carly 2003, the Company made cash
contributions to ptan assets of approximately $42 million, which resutted in a funded status of approximately
75% relative to the projected benefit obligation. '

12. DERIVATIVE INSTRUMENTS

TWE participates in AOL Time Warner's hedging program and uses derivative financial instruments
principally to manage the risk that changes in foreign currency exchange ratés will affect the amount of
unremitted or future license fees to be received from the sale of U.S. copyrighted products abroad and to
manage equity price risk in the Company’s investment holdings. The following is a summary of TWE’s foreign
currency risk management strategy and the effect of this strategy on TWE’s consolidated financial statements.

Foreign Currency. Risk Management

Foreign éxchange contracts are used primarily by TWE to hedge the risk that unremitted or future license
fees owed to TWE domestic companies for the sale or anticipated sale of U.S. copyrighted products abroad
may be adversely affected by changes in foreign currency exchange rates. Similarly, the Coripany eniers into
foreign exchange contracts to hedge film production costs abroad. As part of its overall strategy to manage the
level of exposure o the risk of foreign currency exchange rate fluctuations, primarily exposure to changes in
the value of the British pound, Japanese yen, and European currency, TWE hedges a portion of its foreign
currency exposures anticipated over the ensuing fiftcen-month period (the “hedging period”). The hedging
period covers revenues expected to be recognized over the ensuing twelve-month: period; however there is
often a lag between the time that revenue is recognized and the transfer of foreign-denominated revenues back
into U.S. doliars. Therefore, the hedging period covers a fifteen-month period. To hedge this exposure, TWE
uses foreign exchange contracts that generally have maturities of three months to fifteen months to provide
continuing coverage throughout the hedging period. AOL Time Warner reimburses or is reimbursed by TWE
for contract gains and losses related to TWE’s foreign currency exposure. At December 31, 2002, TWE had
effectively hedged approximately 75% of the estimated net foreign currency exposures that principally relate to
anticipated cash flows to be remitted fo the U.S. over the hedging period.

TWE records these foreign exchange contracts at fair value in its consolidated balance sheet and the
related gains or losses on these contracts are deferred in partners’ capital (as a component of comprehensive
income). These deferred gains and losses are recognized in income in the period in which the related license
fees being hedged are received and recognized in income. However, to the extent that any of these contracts
are not considered to be perfectly effective in offsctting the change in the value of the license fees being
hedged, any changes in fair value relating to the ineffective poriion of these contracts are immediately
recognized in income. Gains and losses on forcign exchange contracts are generally included as a component
of other cxpense, net, in TWE’s consolidated statement of operations.

At December 31, 2002, AOL Time Warner had contracts for the sale of $1.588 billion and the purchase
of $1.341 billion of foreign currencies at fixed rates. Of AOL Time Warner's $247 million net sale contract
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position, §811 million of the foreign exchange sale contracts and $732 million of the foreign exchanpe
purchase contracts related to TWE’s foreign currency exposure, Included in TWE’s foreign currency exposure
were net contracts for the sale of $73 million of Canadian dollars, $65 million of Japanese yen, $176 -million of
European currency and net contracts for the purchase of $203 million of the British pound. Of AOL Time
Warner's net sale contract position of $239 million of foreign currencies at December 31, 2001, $320 million of
the foreign exchange sale coniracts and $130 million of the foreign exchange purchase contracts related 1o
TWE’s foreign currency exposure. Included in TWE’s foreign currency exposure were net contracts for the
sale of $139 million of European currency, $51 milkion of Japanese yen, and nct contracts for the purchase of
$11 million of the British pound. TWE had deferred approximately $21 million of net losses on foreign
exchange contracts at December 31, 2002, which is expected to be substantially recognized in income over the
next twelve months. For the years ended December 31, 2002, 2001 ‘and 2000, TWE recognized $9 mitlion,
$9 million and $12 million in gains, respectively, on foreign exchange contracts, which were or are expected to
be largely offset by corresponding decreases and increases, respectively, in the dollar vatue of foreign currency
license fee payments that have been or are anticipated to be received in cash from the sale of U.S. copyrighted
products abroad. AOL Time Warner places foreign currency confracts with a number of major financial
institutions in order to minimize counterparty credit risk.

13, SEGMENT INFORMATION

TWE classifies its business interests into three fundamental areas: Cable, consisting principally of
interests in cable television systéms; Filmed Entertaimnent, consisting principally of interests in filmed
entertainment and television production; and Networks, consisting principally of interests in cable television
and broadcast network programming.

Information as to the operations of TWE in different business segments is set forth below based on the
nature of the products and services offered. TWE evaluates performance based on several factors, of which the
primary financial measure is operating income (loss) before non-cash depreciation of tangible assets and
amortization of goodwill and intangible assets (“EBITDA™). Additionally, the Company has provided a
summary of operating income {loss) by segment.

The accounting policies of the business seginents are the same as those described in the summary of
significant accounting policies (Note 1). Intersegment sales are accounied for at fair value-as if the sales were
to third parties. While intercompany transactions are treated like third-party transactions to determine
segment performance, the revenues {and corresponding expenses recognized by the segment that is
counterparty to the transaction) are eliminated in consolidation and therefore, do not themselves impact
consolidated results.

Year Ended December 31,

2002 2001 2000
{millions])

Revenues'®
Cablet™ $ 5907 $4983 § 4314
Filmed Entertainment. .. ... o i e 7,682 6,889 6,609
I e T 3,413 3,024 2,723
Intersegment elimination ............. e R e (577) (554) {468)

Total REVENUES L. ..o ottt $16,425  $14,342  $13,178

@ Revenues reflect the provisions of EITF 01-14 that were zdopted by the Company in 2002, which require retroactive restatement of 2001 and 2000 results
to reflect the new accounting provisions. As a result, the net impact of EITF 01-14 was to increase revenues and costs by equal amounts of $196 millica
for 2001 and reduce revenues and costs by an equal amount of $171 million in 2000.

1 As a result of Advance/Newhouse assuming responsibility for the day-to-day opsrations of the Advance/Newhouse Systems in 2002, the Cable segment’s
resaits reflect the decensolidztion of the operating results of the Advance/Newhouse Systems for all pericds presented. For 2002, 2001, and 2000 the net
impact of the deconsolidation of these systems is  reduction of the Cable segment’s previously reported revenues of $715 million, $1.247 billion aad
$1.058 billion, respectively.
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Intersegment Revenues

In the normal course of business, the TWE scgments enter into transactions with one another. The most
common types of intercompany transactions include: '

.

« The Filmed Entertainment segment generating content revenue by licensing television and lieatrical
programming to the Networks segment;

+ The Networks segment generating subscription revenues by selling cable network programming to the
Cable segment; )

+ The Cable and Networks segments generating advertising and commerce revenue by cross-promoting the
products and services of all TWE scgments.

These intercompany transactions are recorded by each segment at fair value as if the transactions were
with third parties and, therefore, impact segment performance. While intercompany transactions are treated
like third-party transactions to determine segment performance, the revenues {and corresponding expenses
recognized by the segment that is counterparty to the transaction) are eliminated in consolidation and,
therefore, do not themselves impact consolidated results. Revenues recognized by TWE’s segments on
intercompany transactions are as follows:

Year Ended: D'ece;nber 31,
2002 2001 2000
{millions)

Intersegment Revenues:

Cable. ... oo L S CLEETLEEEERES P 4 7 $ 2 $—
Filmed Entertainment ....... O R R R 323 326 148
Networks. ... ...... APPSR 247 226 320
Total NtETSEEMENE TEVETUES . . .\ .\ vrevreacnaanmnosssss e $577 8554 $468
Year Ended December 31,
2002 2001 2000
{millious)
EBITDAY
Cablet™ L e $2,333  $2,191  $1,960
Filmed Entertainment...... e J PPN 844 691 585
INEIWOTKS « o e veeee e et ienenaieaenaees e 849 703 512
COIPOTALE . o\t vreenii v r e ne e e e (84) (18) (75}
Total EBITDA & or et trrneainanenaasiaansaaeaanss e $3.942  §3,507  $2,982

) EBITDA represents business segment operating income before non-cash depreciation of tangible assets and amortization of intangible assets. The
impairment writedowns relating lo goodwiil and intangible assots were $2.355 billion fer Cable. After deducting depreciation, amoriization of intangible
assels and impairment writedowns related to goodwill and imangible assets., TWE's operating incoms tloss) was $308 million in 2002, $(31) millionon a
ja 2001 and $1.722 billion in 2000 . :

)

As a result of Advance/ Newhouse assuming responsibility fer the day-1o-day operations of the Advance/ Newhouse Systems in 2002, the Cable segment’s
sesults reflect the deconsolidation of the operating results of {he Advance/Newhouse Systems for ail periods presented. For 2002, 200} and 2008 the net

impact of the deconsolidation of these systems is a reduction of the Cable segment’s previously reported EBITDA of $333 million, $571 million and $484,
respectively, .
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Year Ended December 31,
20062 2001 2000

{millions)
Depreciation of Property, Plant and Equipment
Cable™ . 51,018 $747 3633
Filmed Entertainment. ... .. . . . 74 83 85
NetWOrks .. ..o oe i [T O 27 33 33
Corporate ..o, e 10 7 &
Total depreciation ........ 0 $1,129  $870  $757

® The Cable segment’s results reflect the deconsolidation of the operaling results of the Advance/Newhouse systems for all periads presented. For 2002,

200 and 2000, the nst impact of the deconsolidation of these systems are 2 reduction of the Cable segment's deprectation of $125 million, 3218 million
and $166 million, respectively.

Year Ended December 31,
2002 26061 2000

(millions)
Amertization of Intangible Assets™
Cable™ . $ 6 $1,900 $376
Filmed Entertainment. .. ... 0o 133 389 122
Networks ..o 11 379 5

Total amortization. . ........... ... ... e $150  $2,668  $503

) Includes amortization relating to business combinations accounted for by the purchase method, substantially alf of which arcse in the merger of America
Online and Time Warner in 2001.

% The Cable segment’s resalts reftect the deconsolidation of the operating results of the Advance/Newhouse systems for all periods presented. For 2002,

2001 and 2000, the net impact of the decansolidation of these systems are a reduction of the Cable segment’s umortization of $2 milfion, $40 millior and
$62 million, respectively.

Year Ended December 31,

2002 2001 2000
{milliens)

Operating Income (Loss)
Cable™ L $(1,046) $(456) § 951
Filmed Entertainment .. ... .. 637 219 378
Networks ..o 811 291 474
COrporate . ... {94} (85) {81)

Total operating income (JOsS) ............... oo 308 § (31 $1,722

! Operating income {loss) in 2002 includes inpairment write-downs related to goodwill of $2.355 billion for Cable,
) A5 2 resull of Advance/Newhouse assuming responsibility for the day-to-day operations of the Advance/ Newhouse Systems in 2002, the Cable segment’s
results refiect the deconsolidation of the opeeating results of the Advance/Newhouse Systems for all periods presented. For 2002, 2001 ard 2000, the net

impact of the deconsolidation of these systems is a reduction of the Cable segment’s previously reported operating income (loss) of $206 million,
$313 million and $256 million, respectively.

As discussed in Notes 2, when FAS 142 was initially applied, all goodwill recognized on the Company’s
consolidated balance sheet on that date was reviewed for impairment using the new guidance. Before
performing the review for impairment, the new guidance required that all goodwill deemed to relate to the
entity as a whole be assigned to all of the Company’s reporting units (generally, the AOL Time Wamer
operating segments), including the reporting units of the acquirer. This differs from the previous accounting
rules, which required goodwill to be assigned only 1o the businesses of the company acquired. As a result,
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$6.857 billion of the goodwill generated in the Merger originally allocated to the TWE segments was
reallocated on January 1, 2002, to other segments of AOL Time Warner resulting in a change in segment
assets. Following are TWE’s asscts by business segment, reflecting the January 1, 2002 reallocation of goodwill
in accordance with FAS 142;

TWE’s assets have significantly increased since December 31, 2000 due to the consumimation of the
Merger and the allocation of the $147 billion cost 10 acquire Time Warner to the underlying net assets of Time
Warner, including the net assets of TWE to the extent acquired, based on their respective estimated fair
values. Any excess of the purchase price over estimated fair value of the net assets acquired was recorded as
goodwill and allocated among AOL Time Wamer's business segments, including the business segments of
TWE. As such, TWE’s assets by business segment are as follows:

¥Year Ended December 31,
2002 2001
{(millions}

Assets

CaBIE © o e e i e $29,990 $56,694
Filmed Blerlaiiment . ... ... .ov ottt e e e 13,276 16,375
I EtWOTKS . . et e e e e e e et e e e e e 10,240 11,212
Corporate!™ 1. 849 777

Tl ASSELS © o vttt st e e e e e $54,355 $85,058

B Consists principelly of cash, cash equivalents and other investments.

Information as to TWE’s capital expenditures is as follows:
P p

Year Ended December 31,

2002 2001 2008
{millions)

Capital Expenditures
CablE ™ e e $1,555  $1467  $1,379
Filmed Bntertainmient. . .ottt et o in i ir i i s 112 93 96
TN EtWOTKS © .ttt it it s i 19 17 21
L] e - L S R S 3 27 16

Total ASSEIS . ettt e et e $L,689 81,604 $1,512

@) As 3 result of Advance /Newhouse assuming responsivility for the day-to-day operations of the Advance/ Newhouse Systems in 2002, the Cable segment’s
resulls reficet the deconsclidation of the operating tesults of the Advance/Newhouse Systems for all periods presented. For 2002, 2001 and 2000, the net
impact of the deconsolidation of these systems is a reduction of the Cable segment’s capital expenditures of $206 million, 3403 million and $414 millien,
respectively.
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Because a substantial portion of TWE’s infernational revenues is derived from the sale of U.S.
copyrighted products abread, assets located outside the United States are not material, Information as to
operations in different geographical areas is as follows:

Years Ended December 31,

2002 2001 2400
{millions)

Revenues
United States.............. ... ...... R $13,131 811,876 $10,790
United Kingdomn ... 724 583 504
Japan L, 446 306 265
Germany .. ... 294 184 225
France ... . 287 201 165
Canada . ... 253 230 203
Other international ........ .0 ... .. . . . . . .. 1,290 962 1,026

Total Revenues . ... . .. $16,425  $14,342  $13,178

14, COMIMITMENTS AND CONTINGENCIES

Commitments

TWE’s total reni expense amounted to $193 million in 2002, $225 miltion in 200} and $240 million in
2000. The minimum net rental commitments under noncancellable long-term operating leases are: 2003-
$144 million; 2004-$136 million; 2005-$131 million; 2006-$121 million; 2007-$114 millien; and after 2007-
$833 million. Additionally, TWE recognized sublease income of approximately $19 million in 2002 and as of
December 31, 2002, the Company had future sublease income commitments of approximately $133 million,

TWE’s minimum commitments and guarantees under certain programming, licensing, franchise and
other agreements aggregated approximately $16.5 billion at December 31, 2002, which are payable principally
over a five-year peried. A summary of the Company’s firm commitments, including net operating leases and
outstanding debt, and contingent commitments is as follows.

2007

Firm Commitments and Quistanding Debt 2003 2004-2006  and thereafter Total

‘ ' {millions)

Programming and production deals .................. ... $2,178  $5,076 § 5,455 $12,709

Operating leases ........... ... ... ... i, 144 188 947 1,479

Other firm commitments . ................. ... ......... 163 37 10 230
Total firm commitiments ........... ... .. . ... . ... .. $2,485 $5,521 $ 6,412 $14,418
Total principal outstanding on long-term debt ...... .. .. — 2370 4,367 6,737
Total firm commitments and outstanding debt .. ... .. ... $2,485 $7,891 $10,779 $21,i55

Following is a deseription of TWE’s firm commitments at December 31, 2002:

* The Networks segment (HBO and The WB Network) enters into agreements with movie studios io air
movies they produce. In addition, the Cable segment enters into commitments to purchase programming
from cable network providers to provide service to its subscribers (e.g. programming deals}. The
commitments represent an estimate of future programming costs based on per subscriber rates contained in
contracts existing as of December 31, 2002 applied to the number of consolidated subscribers on thai date.
Such amounts are subject to variability based on changes in the number of future subscribers, the extension
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of existing contracts, and the entering into of new contracts. These arrangements are collectively referred to
as programming production deals. :

+ Operating lease obligations primarily relate to the minimum lease rental obligations for the Company’s real
estate and operating equipment in various locations around the world. =

« Other firm commitments include obligations to actors and directors. In addition, other firm commitments.
includes a payment of $128 million made in January 2003 to acquire an additional 11% interest in The WB
Network. ’

Expiration of Commitments

Total 2007
MNature of Contingent Commitments Comniitments E[E 2004-2006  and thereafter
(milltons)
GUATAIIEES « v v v e e e e e s e innaenesaaesens $2,637 $62 - $444 $2,131
Letters of credit and other contingent
COMMILMENES o vv e e 170 B 161
Total contingent commitments ........... ... $2,807 $70 $445 $2,292

. Following is a description of the Company’s contingent commitments at December 31, 2002:

+ Guarantees include guarantees the Company has provided on certain lease and operating commitments
entered into by formerly owned entities and joint ventures in which TWE was or is a venture parfner.

+ The Cable segment provides letters of credit for several of its joint ventures. Should these joint

ventures default on their debts, TWE wonld be obligated to cover these costs to the extent of the letters
of credit. In addition, the Company provides for letters of credit and surety bonds rejated to insurance
premiums and the Cable segment provides for letters of credit and surety bonds that are required by
certain local governments when cable is being instalied.

Contingencies

On June 24, 1997, plaintiffs in Six Flags Over Georgia LLC et al. v. Time Warner Entertainment
Company, L.P. et al, filed an amended complaint in the Superior Court of Gwinnett County, Georgia,
claiming that, inter alia, defendants, which include TWE, violated their fiduciary duties in operating the Six
Flags Over Georgia theme park, On December 18, 1998, following a trial, a jury returned a verdict in favor of
piaintiffs. The total awarded to plaintiffs was approximately $454 million in compensatory and punifive
damages. The case was appealed to the Georgia Court of Appeals, which affirmed the trial court’s judgment,
and denied reconsideration. The Supreme Court of Georgia denied certiorari on Jamary 18, 2001, On
February 28, 2001, the compensatory damages portion of the award plus accrued interest was paid io plaintiffs.
On March 1, 2001, the United States Supreme Court granted a stay as to payment of the punitive damages
part of the jury’s original award, pending the resolution of a petition for certiorari to be filed by TWE, which
was filed on June 15, 2001, On October 1, 2001, the United States Supreme Court granted certiorari, vacated
the opinion of the Georgia Court of Appeals and remanded the case for further consideration as to punitive
damages. On March 29, 2002, the Georgia Court of Appeals affirmed and reinstated its earlier decision
régarding the punitive damage award. On April 18, 2002, TWE filed a petition for certiorari to the Georgia
Supreme Court seeking review of the decision of the Georgia Court of Appeals, which was denied on
September 16, 2002. The Georgia Supreme Court subsequently denied TWE’s motion for reconsideration of
its September 16th ruling. Plaintiffs have agreed not to pursue payment of the punitive damages award and
accrued interest until the resolution of TWE’s petition for writ of certiorari to the United States Supreme
Court, which TWE filed on December 23, 2002. The petition is pending.
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On April 8, 2002, three former employees of certain subsidiaries of the Company filed Henry Spann et
al. v. AOL Time Warner Iiic. ef al, a purporied class action, in the U, 8. District Court for the Central District
of California. Plaintiffs have named as defendants the Company, TWE, WEA Corp., WEA Manufacturing
Inc., Warner Bros. Records, Atlantic- Recording Corporation, varioiis pension plans sponsored by the
companies and the administrative committees of those plans. Plaintiffs slege that defendants miscalculated
the proper amount of pension benefits owed to them and other class members as required under the plans in
violation of ERISA, The lawsuit has been transferred to the U. 8. District Cowrt for the Southern District of
New York. Due to the preliminary status of this matter, the Company is unable to predict the outcome of this
suit,

The costs and other effects of pending or future litigation, governmental investigations, legal and
adsinistrative cases dnd proceedings (whether ¢ivil or criminal), settlements, judgments and investigations,
claims and changes in those matters (including those matters described above), and developments or
assertions by or against the Company relating to intelloctual property rights and intellectual property licenses,
could have a material adverse effect on the Company's business, financial condition and operating results.

15. RELATED PARTY TRANSACTIONS
Transactions with AOL Time Warner

In the normal course of conducting their businesses, TWE has various transactions with AOL Time
Warner and its subsidiaries. Under the provisions of the TWE partnership agreement, AQL Time Wamer
provides certain managerment services to TWE. For example, employees of TWE participate in various AOL
Time Warner medical, stock option and other bencfit plans, for which TWE is charged its allocable share of
plan expenses, including adminisirative costs. In addition, AOL Time Warmner provides TWE with certain
corporate services, including accounting, tax, legal and administration, for which TWE pays a fee, which was
established in the agreement.

TWE has management services agreements with AOL Time Warrer, pursuant to which TWE manages,
or provides services to, the cable television systems owned by AOL Time Warner. The fee is based in part
upon the number of AOL Time Warner cable television subscribers under management of TWE in relation to

total AOL Time Warner and TWE subscribers. Such cable television systems also pay fees to TWE for the.

right to carry cable television programming previded by TWE’s cable networks. Simitarly, TWE’s cable
television systems pay fees to AOL Time Wamer for the right to carry cable television programming provided
by AOL Time Warner’s cable networks.

TWE’s Filmed Entertainment segmeat has various service agreements with AOL Time Wamer's Filmed
Entertainment segment, pursuant to which TWE’s Filmed Entertainment segment provides certain manage-
ment and distribution services for AOL Time Warner’s theatrical, television and animated product, as well as
certain services for administrative and technical support.

AOL Time Warner's Networks segnient has license agreements with TWE, pursuant to which the cable
networks have acquired broadcast yvights 1o cerlain film and television preduct, Tn addition, AQL Time
Warmner's Music segment provides home videocassette distribution services to certain TWE operations, and
certain TWE units place adverhsmg in magazines published by AOL Time Wamer's Publishing segment.

For the year ended December 31, 2002, the accompanying statement of operations includes revenue, cost
- of revenue and selling, general and administrative expenses from transactions with AOL Time Warner of $335
million, $197 million and $217 million, respectively. For the year ended December 31, 2001, revenue, cost of
revenue and selling, general and administraiive expenses from transactions with AOL Time Warmmer were
$423 million, $175 million and $138 million, respectively. For the year ended December 31, 2000, revenue,
cost of revenue, and selling, general and administrative expenses from fransactions with AOL Time Warner
were $264 million, $85 million and $95 million, respectively.
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Transactions with Equity Method Investees

In addition, the Company has transactions with certain unconsolidated investees accounted for under the
equity method of accounting of both TWE and AOL Time Warner, gencrally with respect to sales of products
and services in the ordinary course of business. Such transaciions include the licensing of broadeast rights to
film and television product by the Filmed Entertainment segment and the licensing of rights to carry cable
television programming provided by the Cable Metworks segment. For the year ended December 31, 2002, the
accompanying statement of operations includes revenue and cost of revenue from the aforementioned
transactions of $222 million and $125 million, respectively. For the year ended December 31, 2001, revenuc
and cost of revenue from the aforementioned {ransactions were $152 million and $190 miilion, respectively.
For the year ended December 31, 2000, the accompanying statement of operations includes revenue and cost
of revenues from the aforementioned transactions of $16! miltion and $123 million, respectively.

Transactions with Comecast

The Company has also entered into yarious transactions with Comcast, a minority owner of TWE, and its
subsidiaries, primarily related to the sale of programming to Comcast cable systems by the Networks segment.
These transactions are exccuted on terms comparable to those of unrelated third parties. For the years ended
December 31, 2002 and 2001, the accompanying statement of operations includes revenue from the
aforementioned transactions of $378 mitlion and $365 million, respectively. These amounts reflect transactions
with only those cable systems in which Comcast had on ownership interest during the periods covered.

Other Transactions

In addition to the above transactions in the normal course of business, in January 2003, the Company
acquired an additional 11% interest in The WB Network from certain executives of The WB Network for
$128 million.

16. ADDITIONAL FINANCIAL INFORMATION
Cash Flows

Additional financial information with respect to cash (payments} and receipts are as follows:
Years Ended December 31,

2082 2001 2600
) {miltions)

Cash payments made for inerest. . .....ooveee e $(391) $(554) $(539)
Interest INCOME TECEIVED v or e e s ot 10 27 24
Cash ICFest EXPENSE, NBL. . . ... vne e ormr s $(381) $(527) $(515)
Cash payments made for income taxes, nel .......voevnnenrenens $(165) $(174) $(114)
Tncome tax refiunds received .. ..o 12 4 7
Cash TAXES, MO -« ot vveemerver o s s e $(153) $(170) $(107)

Noncash investing activities in 2002, 2001 and 2000 included the exchange of certain cable television
systems.
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Interest Expense, Net

Interest expense, net, consists of:
Years Ended December 31,

2062 2001 2080
(millions)
Interest INCOMC. . ..ttt e e e e, $ 25 §$ 24 §$ 22
Interest expense ... ... e PR e _(426)  (554) _(0634)
Total interest eXpense, Net ... . 0. .t e oo $(401)  B(530) §(612)

Other Expense, Net

Other expense, net, consists of:
Years Ended December 31,

2002 2001 2000
fmillions)

Writedown of Cable television joint ventures .. ... ... P DU 615 ) T J S
Other investment activity, pn'ncipa:liy: income (losses) from equity method

IMVESTEES . . . e 26 (353) (135}
Losses on accounts receivable securitization programs ...................... (18) (25) (59
Gains on unconsolidated cable systems . .. ... ot — 39 —
Miscellaneous . . ... e (2) (7) {34)

Total other expense, net

T R PR $(357F 3(346) $(228)

Other Current Liabilities

Other current liabilities consist of:

Years Ended

_ Decemher 31,
2002 2001
. (millions)

ACCIUE X PEBSES .« oLt i e e $2,074  $1,940
Accrued compensation ........ ... . e 292 275
Deferred revemues .. ... . 30 350
Accrued MCOME TAKES . oL ottt ettt it e et et e e e e 46 5%
Total other current liabilities ........................oo o 3713 $2616
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REPORT OF INDEPENDENT AUDITORS

The Partners of
Time Warner Entertainment Company, L.F.

We have audifed the accompanying consolidated balance sheet of Time Warner Entertainment
Company, L.P. (“TWE”) as of December 31, 2002 and 2001, and the related consolidated statements of
operations, partnership capital and cash flows for each of the three years in the period-ended December 31,
2002. Our audits also included the financial statement schedule listed in the index at Item 15(a). These
financial statements and schedule are the responsibility of TWE’s management, Our responsibility is to
express an opinion on these financial staternents and schedule based on our andits. '

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to oblain yeasonable assurance about whether the
fnancial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing -the
accounting principles used and significant estimates made by management, as well as evalnating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all' material respects, the
consolidated financial position of TWE at December 31, 2002 and 2001, and the consolidated results of its
operations and its cash flaws for each of the three years in the period ended December 31, 2002, in conformity
with accounting principles generally accepted in the United States. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic financial statements taken as a whole, presents
fairly in all matesial respects the information set forth therein.

As discussed in Note 1-to-the consolidated financial statements, in 2000 TWE changed its film
accounting method and in 2002 TWE changed its method of accounting for goodwili and intangible assets.

ErnNsT & Young LLP

New York, New York
January 29, 2003
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The selected financial information for each of the five years in the period ended December 31, 2002 set
forth below has been derived from and should be read in conjunction with the consolidated financial
statements and other financial information presented elsewhere herein. Capitalized terms are as defined and
described in such consolidated financial statements, or elsewhere herein. The selected historical information
prior to 2001 répresent the financial results of TWE prior to the America Online — Time Warner mergéi, In
addition, certain reclassifications have been made to conform to the 2001 presentation. ‘

- The sclected historical financial information for 1998 refects (i) the TWE-A/N Transfers, effective as of
Januvary 1, 1998, (ii} the Primestar Roll-up Transaction, cffective as of Apiil 1, 1998, (iii) the formation of
Road Runner, effective as of June 30, 1998, (iv) the Time Wamer Telecom Reorganization, effective as of
July 1, 1998 and (v} the formation of the Texas Cable Joint Venture, effective as of December 31, 1998.

Years Ended Pecember 31,

Selected Operating Statement Information 2002 2001 2000 1999 1998
{mitlions)
Revenues ... $ 16425  $14342  $13,178  $12,434  $11,595
Depreciation and amortization. . ... ......... .. .. (4,279 (3,538)  {1,260)  (1,568)  (l1,618)
Operating income (loss)® ... ... ... ... ... 308 3 1,722 2,554 1,408
Interest expense, net™ ., L . L (401) (530) (612) (532) {525)
Other income (expense), net' . .. ... ... .. .. (357) (346) (228) 976 {292)
Income (loss) before discontinued operations and
cumulative effect of accounting change ... ... . {635) (998) 807 2,878 414
Net income (loss)™ ... ... .. ... ... ... ... (21,219)  (1,032) 229 2,759 376
‘ Years Ended December 31,
Selected Bajance Sheet Information 2602 2001 2400 1999 1998
{millions)
Cash and equivalents ... ............. ... ..... $ 1,012 § 250 $ 306 $§ 517 $ 87
Total assets ............. L Y- 05 5. 85,058 24,901 24,843 22,230
Debt due withinone year. .. ... ... ... .. .. .. 3 2 3 6 6
Long-termdebt . ... ... ... .. . ... . ... ..., .. 6,947 8,049 7,108 6,655 6,578
Preferred stock of subsidiary ... ... ... . ...... .. — — — — 217
Time Warner General Partners™ Senior Capital .. .. — — — — 603
Partners’ capital. . ....... ... . ... ... .. ... ... 37,117 65,405 6,926 7,149 5,107

@ In 2002, includes non-cash charge of $2.355 billion relating to the impatrment of goodwiil at the Cable segment {Note 2). In 1999,

includes pretax gains of approximately $215 miltion relating to the early termination and settlement of a long-term, home video
distribution agreement and $897 million relating to the sale or exchange of certain consolidated cable television systems offset by a
non-cash charge of $106 million relating to Warner Bros.” retail stores.

" Includes additional interest expense of approximately $26 million fn 2000 related to the Six Flags litigation.

") Includes pretax charge of $363 million in 2002 to yeduce the carrying value of TWE's investments in certain unconsolidated cable
television joint ventures {Note 5) and pretax gains of $10 miltion in 2000, $40 million in 1999 and $30 million in 1998 relating to
{i} the partial rccognition of & deferred gain in connection with the 1998 sale of Six Flags, (if) net pretax gains of approximately
$65 million in 2000 and $97 millfon in 1999, principally refated to the sale of an interest in CanalSatellite, (ili) a pretax charge of
$24 million recognized in 2000 in connection with the Six Flags litigation, (iv} net pretax gains of approxinately $1,080 billion in
1999 relating to the sale or exchange of certain unconsclidated cable television systems and investments and (v) a pretax charge of
approximately $210 million in 1998 to reduce the carrying value of an interest in Primestar.

' Includes a non-cash charge of $21.763 billion related to the cumulative effect of an accountling change in connection with the
adoption of FAS 142, In 2000, includes a cumulative effect of accounting change of $524 million in connection with the adoption of
a new film accounting standard.

F-76




TIME WARNER ENTERTAINMENT COMPANY, L.P.
QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Operating  Net Income ’
Quarter Revenues Income {Loss) 3
(millions}
2002 .
| S § 3,117 $ 532 $(21,383)
) PSPPI 4247 645 483
324 S I 3,935 612 1,655
dth .. R TR T - 4,526 (1,481) (1,974)
BT S LR R R 16,425 308 (21,219)
2001
11 ST U S $3320 % (98) § (350)
R T E O 1,396 (42) (232)
3rd...o e T L TR 3,559 19 (241)
Mh..oo.oaooian R R 4,067 90 {209
Year ...vaeanen s e 14,342 (30 (1,032)
{a)

TWE's net joss in 2002 has been aifected by certain significant transactions and nonrecurring items. These items consisted of (Y a
non-cash charge of $21.763 billion in the fiisi quarter to reduce the camying value of goodwill upon adoption of FAS 142 {Note 1),
(i) a non-cash pretax charge of $2.355 billion in the fourth quarter to reduce the carrying value of goodwill and ather intangible
assets (Note 1), (iii) a non-cash charge of $363 million in the fourth quarter to reduce the carrying value of TWE's investment in
certain unconsolidated cable television system joint ventures that experignced other-than-temnporary declines in market value
{Note 5) and (iv) discontinued operations et of tax of $(1) millien in the first guarter, $2 million in the second quarter and
%112 miilion in the third quarter, therehy aggrepating $113 million for the year, to reflect the results of the Advance/Newhouse
Systems (Note 1).

(b)

TWE’s net foss in 2001 has been affected by a certain significant transaction and nonrecurring item. This item consisted of
discontinued operations net of tax of ${10) million in (he first quarter, $(9) million in the second guarter, $(10) miilion in the third
quarter and $(10)} million in the fourth quarter, thereby aggregating $(39) million for the year, to reflect the results of the
Advance/Newhouse Systems (Note 1). '
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SCHEDULE IT — VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 2002, 2001 and 2000

Additions
Batlance at Charged to Balance At
Beginning Costs and End of
Description of Perfod Expenses Deductions Period
{millions}
2002:
Reserves deducted from accounts receivable:
Allowance for doubtful accounts ....,............. $500 $ 221 $(182)®  § 539
Reserves for sales returns and allowances. ..... ... .. 4190 1,029 {800) () 638
Total oo $910 $1,250 $(982) $1,178
2001:
Reserves deducted from accounts receivable:
Allowance for doubtful accounts . .............. ... $359 $ 262 $2n® $ 500
. Reserves for sales returns and allowances........... 318 606 (514)® 410
Total oo $677 $ 868 $(635) $ 910
2000 o
Reserves deducted from accounts receivable:
Allowance for doubtful accounts .. ................ $290 $ 158 $ (89)@ $ 359
Reserves for sales returns and allowances........... 378 448 (508) ¢ 318
Total .o, P . $668 $ 606 $(597) $ 677

Represents uncollectible receivables charged against the reserve.
Represents returns or atlowances applied against the reserve.
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TWE GENERAL PARTNERS
MANAGEMENT’S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

INTRODUCTION

Management's discussion and analysis of results of operations and financial condition (“MD&A™) is
provided as a supplement to the accompanying consolidated financial statements and foatnotes to help provide
an understanding of Warner Communications Inc.’s (“WCI”) and American Television and Communications
Corporation’s (“*ATC”), (collectively, the’ “General Partners”) financial condition, changes in financial
condition and results of operations. The MD&A is organized as follows:

« Overview. This section provides a general description of the General Partners’ businesses, as well as
recent developments that have occurred during 2002 that the General Partners believe are important in
understanding results of operations, as well as to anticipate trends in those operations.

e

Results of operations. This section provides an analysis of WCT’s results of operations for all three
years presented in the accompanying consolidated statement of operations. WC] is the only General
Partner with independent business operations; therefore, the results of ATC are not discussed. In
addition, a brief description is provided of transactions and events that impact the comparability of the
results being analyzed.

o Financial condition and liquidity. This section provides an analysis of WCI’s cash flows, as well as a
discussion of WCI’s outstanding debt and commitments, hoth firm and contingent, that existed as of
December 31, 2002, Included in the discussion of outstanding debt is a discussion of the amount of
financial capacity available to fund WCP’s future commitments, as well as a discussion of other
financing arrangements.

« Market_risk management. This section discusses how the General Pariners manage exposure to
potential loss arising from adverse changes in foreign currency exchange rates and changes in the
market value of investments.

e Critical accounting policies. This section discusses those accounting policies that are considered
important to the General Partners’ financial condition and results, and require significant judgment and
estimates on the part of management in their application. In addition, all ef the General Partners’
significant accounting policies, including the critical accounting policies, are summarized in Note 1 to
the accompanying conselidated financial statements.

+ Risk factors and caution concerning forward-looking statements.  This section provides a description
of risk factors that could adversely affect the operations, business or financial results of the General
Partners or its business segments and how certain forward-looking statements made by the General
Partners in this report, including throughout MD&A and in the consolidated financial statements, are
based on management’s current expectations about future evenls and are inherenily susceptibie to
uncertainty and changes in circumstances.

OVERVIEW

Description of Business

On June 30, 1992, thirteen direct or indirect subsidiaries of Time Warner Companies, Inc. {(“TW
Companies”) contributed the assets and labilities or the tights to the cash flows of substantially all of TW
Companies’ Filmed Entertainment, Cable Networks and Cable businesses to Time Warner Entertainment
Company, L.P. (“TWE”), a Delaware limited partnership, for general partnership inferests, and each general
partner guaranteed a pro rata portion of substantially all of TWE’s debt and accrued interest based on the
relative fair value of the net assets each contributed to TWE (the “General Partner Guarantees™), (See
Note 9). Since then, eleven of the thirteen original general partners have been merged or dissolved into the
other two. WCI and ATC are the two remaining general partners of TWE. They have succeeded to the
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general partnership interests and have assumed the General Partner Guarantees of the eleven former general
partners.

WCI conducts substantially all of AOL Time Warner Inc.’s (“AOL Time Warner” or the “Company”)
music operations, including interests in recorded music, music publishing and CD and DVD manufacturing.
These music operations include copyrighted music from many of the world’s leading recording artists that is
produced and distributed by a family of established record lubels such as Warner Bros. Records, Atlantic
Records, Elektra Entertainment and Warner Music International. In addition, WCI has investiments in TWE,
TW Companies, TPC Group Limited; Turner Broadcasting System; Inc. (“‘TBS”) and Time Warner Telecom
Inc. (“Time Wariér Telecom™). The financial position and results, of operations of ATC are piincipally
derived from its investments in TWE, TW Companies, TBS and Time Warner Telecom.

On January [1, 2001, America Online, Inc. (“America Online”) and Time Warner Inc. (“Time
Warner”) merged to form AOL Time Warmer, the world’s leading media and enfertainment company (the
“Merger”). As a resull of the Merpger, America Online and Time Warner cach became a wholly owned
subsidiary of AOL Time Warner and WCI and ATC each became an indirect, wholly éwned, subsidiary of
AOL Time Warner.

Use of EBITDA

WCI, the only General Partrer with independent business operations, evaluates operating performance
based on several factors, including its primary financial measure of operating income (loss) before non-cash
depreciation of tangible assets, amortization of intangible assets and impairment write-downs related to
goodwill and intangible assets ("EBITDA”). WCI considers EBITDA an_ important indicator of the
operational.strength and performance of its businesses, including the ability to provide cash flows to service
debt and fund capital expenditures. In addition, ERITDA. eliminates the considerable amounts of non-cash
depreciation of tangible assets and amortization of intangible assets recognized in business combinations
accounted for by the purchase method. As such, the following comparative discussion of the results of
operations of WCI includes, among other factors, an analysis of changes in EBITDA. However, EBITDA
should be considered in addition to, not as a substitute for, operating income (loss), net income {loss) and
other measures of financial performance reported in accordance with accounting principles generally accepted
in the U1.S. In addition, EBITDA should not be used as a substitute for the General Partners’ various cash How
measures (e.g., operaling cash Aow), which are discussed in detail under “Financial Condition and Liquidity.”

Recent Developments

Investment in Time Warner Entertainment Company, L.P.

Pricr to the change in ownership relating to the exercise of an option by AT&T Corp. (“AT&T”}, which
is discussed below, the General Partners in the aggregate held 63.27% of the pro rata priority capital
(“Series A Capital”) and residual equity capital (“Residual Capital”) of TWE and 100% of the Jjunior priority
capital (“Series B Capital”) of TWE. TW Companies held, directly or indirectly, 11.22% of the Series A
Capital and Residual Capital limited partnership interests. The remaining 25.51% limited partnership inferests
in the Series A Capital and Residual Capital of TWE were held by MediaOne TWE Holdings, Inc., a
subsidiary of AT&T. '

Puring the second quarter of 2002, AT&T exercised a one-time option to increase its ownership in the
Serjes A Capital and Residual Capital of TWE. As a result, on May 31, 2002, AT&T’s interest in the
Series A Capital and Restdual Capital of TWE increased by approximately 2.13% to approximately 27.64%.
‘This resulted in a decrease in WCI's and ATC’s corresponding interest in the Series A Capital and Residual
Capital of TWE of approximately [1.07% and 0.74%, respectively, to approximately 36.43% and 25.03%,
respectively. Similarty, TW Companies’ interest in the Series A Capital and Residual Capital of TWE
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decreased by approximately 0.32% to approximately 10.50%. In accordance with StaffAccounting Bulletin
No. 51, “Accounting For Sales of Stock of a Subsidiary,” WCI and ATC have reflected the pretax impact of
the dilution of their interests in TWE of approximately $365 million and $240 million, respectively, as an
adjustment to paid-in-capital (Note 5). During the third quarter of 2002, TW Companies’ 10.90% intesest in
TWE was {ransferred to WCI and ATC, increasing WCI's and ATC’s interest in the Series A and Residual
Capital of TWE to 41.88% and 30.48%, respectively. AT&T’s interest in TWE was acquired by Comcast
Corp. (“Comeast”} upon consummation of the merger of Comcast and AT&Ts broadband business in

November 2002.

In August 2002, AOL Time Warner and AT&T announced that they had agreed to restructure TWE.
The restructuring is expected to be completed on March 31, 2003. The restructuring will result in the
following: (i) WCI will acquire complete ownership of TWE’s content asscts (including Warner Bros., the
Warner Bros. Library and Flome Box Office, which will become separate, wholly owned subsidiaries of WCI);
(ii} all of AOL Time Warner’s directly-owned cable television system interests will be contributed to a
separate company which will become a majority-owned subsidiary of AOL Time Warner and will be renamed
Time Wamner Cable Inc. (“TWC Ine.”); (iii) TWE will become a subsidiary of TWC Inc. and will continue
to own the cable television system interests it previously owned; (iv) Comeast will receive $2.1 biltion in cash,
which the Company anticipates will be funded through a new credit facility at TWC Inc. that has not yet been
established and AOL Time Warner equity securities valued at $1.5 billion; (v) a Comeast Trust will also
retain a 21% economic interest in the Company’s cable business, through a 17.9% direct ownership interest in
TWC Inc. (representing a 10.7% voling interest}) and a limited partnership interest in TWE representing a
4,7% residnal equily interest; and (vi) AOL Time Warner will retain an overall 79% ecoromic interest in the
cable business, through an 82.1% ownership interest in TWC Inc. (representing an 89.3% voting interest) and
a partnership interest in TWE representing a §% residual equity interest and a $2.4 billion preferred
component. The 1% direct interest and $2.4 biilion preferred interest in TWE, as well as, part of AOL Time
Wamer’s ownership interest in WCI, will be held through ATC.

Based upon its 89.3% controlling voting interest in TWC Inc., AOL Time Warner will consolidate the
results of TWC Inc. for accounting purposes. WCT will account for its interest in TWC Inc. under the equity
method of accounting. ATC will account for its common and preferred interests in TWE at cost. At the
closing of the restructuring, it is anticipated that TWC Inc. will have approximately $8.1 billion in
consolidated net debt and preferred equity, including the $2.4 billion preferred interest held by ACL Time
Warner. Subject to market and other conditions, AOQL Time Warner expects to complete an initial public
offering of TWC Inc. common stock duxing 2003. Tt is anticipated that the first $2.1 hiflion of net proceeds
raised in any such offering would be used to repay TWC lnc’s debt incurred to fund the $2.1 billion cash
payment to Comecast. Thereafter, Comcast will have certain priority registration rights with respect to its
interest in TWC Inc. (Note 5).

Sale of Columbia House

1n June 2002, AOL Time Warner and Sony Corporation of America each sold 85% of their respective
s0% interest in the Columbia House Company Partnerships (“Columbia House™) to Blackstone Capital
Partners 111 LP (“Blackstone”), an affiliate of The Blackstone Group, a private investment bank. The sale
resulted in WCT recognizing a pretax gain of approximately $97 million, which is included in other income
(expense), net, in the accompanying consolidated statement of operations. In addition, W lias deferred an
approximate $5 million gain on the sale. The deferred gain primarily refates to the estimated fair value of the
portion of the procecds received as a note receivable, which will be deferred until such time as the realization
of such note becomes more fully assured. As part of the transaction, AOL Time Warner, including WCI, will
continue {o license music and video product to Columbia House for a five-year period {Note 7).

F-81




TWE GENERAL PARTNERS
MANAGEMENT’S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION — (Contlnuved)

Acquisition of Word Eritertainnent

in January 2002, WCI completed its purchase of Word Entertainment (“Word”) from Gaylord
Entertainment Company for approximately $84 million in cash. Word is a leader in the multi-faceted
contemporary Christian music industry with over 30 active artists on several record labels, appro;umately 45
songwriters under contract and a catalog containing more than 75, 000 masters. The acquisition was accounted
for using the purchase method of accountmg for business combinations. During the third quarter of 2002,
WCI cxc]nngcd 20% of its interest in Word to Curb Records, for non-cash consideration of equal value.

RESULTS OF OPERATIONS
Transactions Affecting Comparability of Results of Operations

America Onhne—T:me Wamer Merger ' .
H
Asa result of the Mcrger, the accompanying historical operating resulis and financial condltlon reflect the
alfocation of the estimated $147 billion cost to dcquire Time Wamer to its underlying net assets, including the
net assets of WCT and ATC. In addition, the historical operating results and financial condition reflect
reclassifications to conform to AOL Time Warner's 2001 financial statement presentation.

New Accounting Principles

In the’ first quarter of 2002, the General Partners adopted new accounting guidance in several areas,
which unpdcted the comparabﬂ}ty of WCI’s and ATC’s financial results and are discussed below.

New Accowrrmg Standard for Goodwill and Other 1 niangible Assets

During 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting: Standards No. 142 “Goodwill and Other Intangible ‘Assets” (“FAS 142™), which requires that,
cffective January 1, 2002, goodwill, including the goodwill included in the carrying value of investments
accounted for using the equity method of accounting, and certain other intangible assets deemed to have an
indefinite useful life, cease amortizing. The new rules also require that goodwill and certain intangible assets
be assessed for impairment using fair value measurement techniques. During the first quarter of 2002, WCI
and ATC completed their impairment review and recorded non-cash pretax charges of $18.962 billion and
$9.603 billiori, respectively, for the impairment of goodwill, substantially all of which was generated in the
Merger. Approximately $14 billion of 'WCI's charge and all of ATC’s chatge was the result of goodwill
impairment charges recorded at TWE and certain other AOL Time Warner consolidated subsidiaries, which
are accounted for by the General Partners under the equity method of accounting. These charges reflect
overall market declines since the Merger was announced in January 2000, are non-operational in- nature and
are reflected as a cumulative cffect of an accounting change in the accompanying consolidated financial
statements (No‘re 1).

During the fourth quarter of 2002, WCI and ATC performed their annual impairment reviews for
goodwill and other intangible assets. As a resuli, WCI recorded an additional non-cash charge of $1.499 billion
which is recorded as a component of operating income in the accompanying consolidated statement of
operations. The $1.499 biflion charge at WCI includes a $646 million charge to reduce the carrying value of
gaodwill and an $853 million charge to reduce the carrying value of other intangible assets of WCI's music
operations, which reflects declining valuations in the music industry, primarily due to the negative effccts of
piracy.

In addition, the General Partners recognized a $1.572 billion charge at WCT and $1.146 billion charge at
ATC relating to goedwill impairment charges at TWE, due to decreasing valuations of TWE’s cable systems,
as evidenced by the decline in the stock prices of comparable cable television companies. These charges are
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inchuded in equity in pretax income (Joss} of TWE, in the accompanying consolidated statement of operations.
The impairment charges are non-cash in nature and do not affect the General Partuers’ liquidity.

Reimbursement of “'Out-of-Pocket” Expenses

In January 2002, the FASB’s Emerging Issues Task Force (“EITF”) reached a consensus on EITF
Na. 01-14, “Income Statement Characterization of Reimbursements Received for ‘Out-of-Pocket! Expenses
Incurred” {“EITF 01-14”). EITF 0t-14 requires that reimbursements received for out-of-pocket expenses be
classificd as revenue on the income staternent. BITF 01-14 was effective for the General Partners in the first
quarter of 2002 and required retroactive restatement of all periods presented to reflect the new accounting
provisions. This change in revenue classification impacts WCL As a result of applying the guidance of EITF
01-14, WCI's revenues and costs presented herein were iricreased by an equal amount of $152 miltion in 2001
and $155 million in 2000.

Emerging Issues Task Force Issue No. 01-09

In April 2001, the EITF reached a final consensus on EITF Issue No. 00-25, “Vendor Income Statement
Charactérization of Consideration Paid to a Reseller of the Vendor’s Products,” which was later codified along
with other similar issues, into EITF 01-09, “Accounting for Consideration Given by a Vendor to a Customer
of a Reseller of the Vendor’s Products” (“EITF 01-097). EITF 01-09 was effective for the General Partners
in the first quarter of 2002 and requires retroactive restatement of all periods presented to reflect the new
accounting provisions. EITF 01-09 clarifies the income statemenit classification of ‘costs incurred by a vendor
in connootion with the reseller’s purchase or promotion of the vendor’s products, resulting in certain
cooperative advertising and product placement costs previously classified as selling expenses being reflected as
a reduction of revenues. This change in revenue classification impacts WCL As a result of applying the
provisions of EITF 01-09, WCI’s revenucs and costs presented herein were reduced by an equal amount of
$45 million in 2001 and $35 million in 2000.

Significant Transactions and Other Ttems Affecting Comparability

As more fully described herein and in the related footnotes, the comparability of WCPs and ATC’s
operating results has been affected by significant transactions and other items in each period.

For the year ended December 31, 2002, these items included (i) merger and restructuring costs of
approximately $8 million at WCI (Note 4), (ii) a non-cash charge of $1.499 billion to reduce the carrying
value of goodwiil and other intangible assets at WCI, which is included as a component of operating income
{loss) and excludes a $1.572 billion charge representing WCD's share of TWE's goodwill and other intangible
assets impairment (Note 3), (iii) non-cash prefax charges of approximately $446 million at WCI and
approximately $244 million at ATC to reduce the carrying value of certain investments that experienced
other-than-temporary declines in market value, including non-cash pretax charges of approximately $356 mil-
lion at WCI and $244 million at ATC to reduce the carrying value of their respective investments in Time
Warner Telecom, an equity investee {Note 7), and (iv) an approximate $97 million gain in the second quarter
on the sale of a portion of WCY’s interest in Columbia House (Note 7).

For the year ended December 31, 2001, these items included (i) merger and restruciurng costs of
approximately $37 million at WCI (Note 4) and (ii) non-cash pretax charges of approximately $676 mitlion
at WCI and $372 miliion at ATC to reduce the carrying value of certain invesiments that experienced other-
than-temporary declines in market value, including non-cash pretax charges of approximately $542 million at
WCT and $372 million at ATC to reduce the carrying vatue of their respective investments in Time Warner
Telecom, an equity investee (Note 7).
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For the year ended December 31, 2000, these items included (i) merger and restruciuring costs of
approximately $18 million {Note 4), (ii) a non-cash pretax charge of approximately $115 million to reduce
the carrying value of WCT's investment in the Columbia House (Note 7) and (iii) a non-cash pretax charge
of $337 miltion for WCI and $227 milfion for ATC related to the cumulative effect of an accounting change in
connection with the adoption of a new film accounting standard.

Set forth below is a discussion of the resufts of operations and financial condition of WCI, the only
General Partner with independent business operations,

2002 vs. 2001

Revenues. WCI's revenues increased 1o $4.205 billion in 2002, compared to $4.036 billion in 2001.
Revenues increased primarily due to the impact of the acquisition of Word Entertainment in January 2002,
lower provisions for returns due to improved experience, increases in DVD manufacturing volume, and the
positive effect of changes in foreign currency exchange rates on international revenues, offset in past by the
ongoing weakness in the worldwide music industry and lower DVD manufacturing prices. Industry-wide
worldwide music sales continue to be negatively impacted by the effects of piracy, which is expected to
continue in the future. In addjtion, downward pressure on DVD manufacturing pricing could negatively affect
future manufacturing revenues and profits. As of December 31, 2002, WCI's music operations had year-to-
date domestic album market share of 17.0%, compared to 16.8% at December 31, 2001.

EBITDA. WCUs EBITDA increased to $471 million in 2002 from $382 million in 2001. The
improvement in EBITDA is due primarily to higher revenues, the impact of various cost-saving and

restructuring programs and lower marketing and bad debt expense, partially offset by higher artist and
repertoire costs.

Amortization Expense. 'WCD’s amortization expense decreased 1o $175 million in 2002 from $836 mil-
lion in 2001. The amortization expense in 2001 primarily reflected amortization of goodwill and other
intangible assets recorded in the Merger. The decrease in amortization expense in 2002 was due to the
adoption of FAS 142, which resulted in goodwill and certain intangible assets ceasing to be amortized, offset in
part by the amortization of finite lived intangibles acquired as part of the purchase of Word Entertainment in
January 2002, In the first quarter of 2003 the Company reassessed the useful life of its music publishing
copyrights and record catalog and concluded that such lives should be decreased from 20 years to 15. The
impact of this change is expected to increase amortization expense by approximately $50 miltion per year,

Operating Loss. WCT’s operating loss increased to $1.325 billion in 2002 compared to $551 million in
2001. The increase in operating loss is due primarily to a $1.499 billion goodwill and other intangible asset
impairment charge, offset in part by an increase in EBITDA and a decrease in amortization expense dié to
the adoption of FAS 142,

Equity in the Pretax Income (Loss) of TWE. WCI’s equity in the pretax income (loss) of TWE was
$(427) million in 2002, compared to $(969) miilion in 2001, TWE’s pretax loss decreased.-in 2002 as
compared to 2001 principally due to a decrease in amortization expense due to the adoption of FAS 142, and
an increase in EBITDA, offset in part by a non-cash charge of $2.355 billion to reduce the carrying value of
goodwill, as well as an increase in depreciation expense. WCI’s equity in the pretax income (loss) of TWE
also includes a charge of $1.572 billion representing WCI's share of TWE’s goodwill and other intangible
assets impairment charge,

Interest Expense, Net. W CT's interest expense, nef, was $59 million in 2002 compared to $25 million in
2001. The increase was principally the result of a loan received from AOL Time Warner in conjunciion with
the purchase of IPC Group Limited.
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Other Income (Expense), Net. WCL's other income (expense), net was $(308) million in 2002,
compared to $(1.088) billion in 2001. The decrease was principally due to lower losses from certain
investments accounted for under the equity method of accounting and a decrease in losses related to
investment write-downs. '

Income Tax (Expense) Benefit. The rclationship between income before income taxes and income tax
expense for the General Partners is principally affected by the amortization of goodwill and certain other
financial staterment expenses that are not deductible for income tax purposes. Income tax expense for each of
the General Partners includes all income taxes related to its allocable share of partaership income of TWE.

Net Income (Loss). WCT’s net loss increased to $21.001 billion in 2002 from $2.259 billion in 2001 due
to the cumulative effect of adopting FAS 142 of $18.962 billion and a $1.499 billion goodwill and intangibles

impairment charge, offset in part by a decrease in the amortization of intangibles as a result of the adoption of
FAS 142.

2001 vs. 2000

Revenues. WOCI had revenues of $4.036 billion compared to tevenues of $4.268 billion in 2000.
Revenues decreased primarily due to the negative effect of changes in foreign currency exchange rates on
international music operations and lower industry-wide recorded music sales. Despite the industry-wide sales
decline, WCI’s music operations increased its domestic market share to 16.8%, coming in second place forthe
year in total indusiry sales.

EBITDA. WCT's EBITDA decreased to $382 million from $512 miltion. The decrease in EBITDA
principally related to the reduction in revenues, higher marketing costs, including the cost of promoting new
artists, higher provisions for bad debts, reflecting the difficuit industry-wide retail environment and higher
merger-related costs. This was offset in part by higher income from DVD manufacturing operations and lower
artist royalty costs driven by the lower revenues. '

Amortization Expense. 'WCL's amortization expense increased to $836 million in 2001 from $241 mil-
lion in 2000 as a result of goodwill and other intangible assets recorded in 2001 in connection with the Merger.

Operating Income (Loss). WCI had operating income (loss) of $(551) mitlion in 2001 compared to
$188 million in 2000. The decline in operating income was principally related the amortization of goodwill and
other intangible assets recorded in connection with the Merger.

Equity in the Pretax Income (Loss) of TWE. WCI’s equity in the pretax income (loss} of TWE was
$(969) million in 2001, compared to $539 mitkon in 2000. TWE’s pretax income decreased in 2001 as
compared to 2000 principally due to the impact of the Merger and the application of the purchase method of
accounting, which resulted in increased amortization of goodwill and other intangible assets recorded in
connection- with the Merger, including the amortization of goodwill included in the carrying value of
investments accounted for under the equity method of accounting, which is recorded in TWE’s other expense,
netl.

Interest Expense, Net. 'WCI's interest expense, net, was $25 million in 2001 compared to $3 million in
2000, The increase was principally the result of the recognition of the accretion of interest asseciated with a
long-term liability for artist contracts, which was established as a result of the Merger and the application of
the purchase methed of accounting. '

Other Income (Expense), Net. WCI's other income {expense), net, was $(1.088) billion in 2001,
compared to $(188) million in 2000. The increase was principally due to an increase in losses related to
investment write-downs and higher losses from certain investments accounted for under the equity method of
accounting. The losses from equity method investments primarily relate to the amortization of goodwill and
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intarigible assets associated with these investments, which were adjusted upward in connection with the
Merger.

Income Tax (Expense) Benefit. ‘The relationship between income before income taxes and income tax
expense for the General Partners is principally aflected by the amortization of goodwill and certain other
financial statement expenses that are not deductible for income tax purposes. Income tax expense for each of
the General Partners includes all income taxes related to its allocable share of partnership income of TWE.

Net Income (Loss). WCI had net income (loss) of ${2.259) billion in 2001 compared to $44 million in
2000. The decrease primarily relates to a decrease in WCI's equity in the pretax income of TWE, an increase
in losses related to investment write-downs, higher losses from certain investments accounted for under the
equity method of accounting and higher amortization expense, offset in part by a $337 million non-cash pre-
tax charge recorded in 2000 related to the cumulative effect of an accounting change in connection with the
adoption of a new film accounting standard and a decrease in income tax expense.

FINANCIAL CONDITION AND LIQUIDITY

December 31, 2002

Current Financial Condition

WCI had $26.0 billion of equity at December 31, 2002, compared to $57.4 billion of equity at
December 31, 2001. WCI had no borrowings outstanding to TW Comipanies under its revolving credit
agreement at the end of either period. As discussed in more detail below, managemem believes that WCI’s
operating cash flow, cash and equivalents, and borrowing availability under its revolving credit agreement with
TW Companies are sufficient to fund its capital and liquidity needs for the foreseeable future without cash
distributions {rom TWE above those permitted by existing agreements.

ATC had $15.0 billion of equity at December 31, 2002, compared to $28.3 billion at December 31, 2001.
Although ATC has no independent operations, it is expected that additional tax-related and other distributions
from TWE, as well as availability under ATC’s revolving credit agreement with TW Companies, will continue
to-be sufficient 1o satisfy ATC’s obligations with respect to its tax sharing agreement with TW Companies for
the foresecable future.

Cash Flows
Operaling Activities

1o 2002, WCI’s cash provided by operations amounted to $609 million and reflected $471 million of
EBITDA,; $294 million of distributions received from TWE, $189 million of net income tax refunds
($223 million of which was received from AOL Time Warner under a tax-sharing agreement), less a
$345 million increase in other working capital requirements. In 2001, WCI's cash provided by operations of
$477 million reflected $382 million of EBITDA, $188 million of distributions from TWE, $225 million of net
income tax refunds ($297 million of which was received from AOL Time Warner under a tax-sharing
agreemient), less $318 million related to an increase in other working capital requirements.

Investing Activities

Cash used by investing activities increased to $312 million in 2002, compared to $228 million in 2001 as a
result of a decrease in proceeds received from the sale of investments.
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Financing Activities

Cash used by financing activities increased to $337 milkion in 2002 from $245 million in 2001 as a result
of an increase it amounts diie' fo TW Companies offset in part by dectbased dividend payments.

WCT and ATC have no claims on the assets and cash flows of TWE except through the payment of
certain reimbursements and cash distributions. In 2002, the General Partners received an aggregaic
$497 million of distributions from TWE, consisting of £473 million of tax-related distributions and $24 million
of stock option related distributions. In 2001, the General Partners received an. aggregate $317 million of
distributions from TWE, consisting of $53 million of tax-related distributions and $264 miltion of stock option
related distributions. Of such aggregate distributions, WCT received $294 million in 2002 and $183 million in
2001, and ATC received $203 million in 2002 and $129 million in 2001.

Qutstanding Debt and Other Finaucing Arrangements
Qutstanding Debt and Available Financial Capacity

At December 31, 2002, WCI had total committed capacity, defined as maximum available borrowings
under its debt agreement with TW Companies, of. approximately $1 billion, Of this committed capacity,
approximately $1 billion was available to fund future contractual obligations, none of which was outstanding as
debt. In addition, WCI has a liability to AOL Time Warner of $887 million as a result of the IPC acquisition,
which occurred during the fourth quarter of 2001,

" Other Financing Arrangements

From time to time, WCI, through AOL Time Wamer, enters into various other financing arrangements
with special purpose entities (“SPEs”). These arrangements include facifities which provide for the
accelerated receipt of cash on certain accounts receivable. WCI employs these financing arrangements
because they provide a cost-efficient form of financing, including certain tax benefits, as well as an added level
of diversification of funding*sources. WCI is able to realize cost efficiencies under these arrangements since
the assets securing the financing are held by a legally separate, bankruptey-remote SPE and provide direct
security for the funding being provided. The assets and financing associated with these arrangements generally
qualify for off-balance sheet treatment. For more detail, see Note 17 to the accompanying consolidated
financial statements. As of December 31, 2002, WCT's other financing arrangements consisted of an accounts
receivable securitization facility which had committed capacity of $450 million, including amounts that can be
used by non-WCI, AOL Time Warner segments, As of December 31, 2002, WCT had outstanding utilization
under the facility of $450 miilion and no unused capacity.

in January 2003, the FASB issucd FASB Interpretation No. 46, “Consolidation of Variable Interest
Entities” (“FIN 46”), which requires variable interest entities (commonly referred to as SPEs) to be
consolidated by the primary beneficiary of the entity if certain criteria are met. FIN 46 is effective
immediately for all new variable inferest entities created or acquired after January 31, 2003. For variable
intercst entities created or acquired prior to February 1, 2003, the provisions of FIN 46 become effective for
the General Partners during the third quarter of 2003 Although the Company has not completed its review,
the General Partners anticipate that the adoption of FIN 46 will pot have a significant impact on their
respective financial statements. :

Rating Triggers and Financial Covenants

The General Partners source of funding is generally through parlicipation in AOL Time Warner’s bank
credit apreements and financing arrangements with SPEs. Bach of the AOL Time Warner's bank credit
agreements and financing arrangements with SPEs, contain customary covenants. A breach of such covenants
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in the bank credit agreements that continues beyond any grace period can constitute a defanlt, which can limit
the ability to borrow and can give rise to a right of the lenders o terminate the applicable facility and/or
require immediate payment of any outstanding debt. A breach of such covenants in the financing arrange-
ments in SPEs that continues beyond any grace period can constitute a termination event which can limit the
facility as a future scurce of Hquidity, however, there would be no claims on AOL Time Warner or WCI for
the receivables previously sold. Additionally, in the event that AOL Time Wamer's credif ratings decrease, the
cost of maintaining its bank credit agreements and facilities and of borrowing increases and, conversely, if the
ratings improve, such costs decrease. '

As of December 31, 2002 and through the date of this filing, AOL Time Warner was in compliance with
all covenants, Management does not foresee that AOL Time Warner will have any difficulty complying with
the covenants currently in place in the foreseeable future.

Contractual and Other Obligations

Firm Commitments

In addition to the above financing arrangements, WCI has commitments under cerfain firm contractual
arrangements (“firm commitments”) to make future payments for goods and services. These firm commit-
ments secure the future rights to various assets and services to be used in the normal course of operations. For
example, WCI is contractually committed to make certain minimum lease payments for the use of property
under operating lease agreements or make payments to music artisis for future album deliveries. In
accordance with current accounting rules, the future rights and obligations pertaining to such firm commit-
ments are not reflected as assets or liabilities on the accompanying consolidated balance sheet.

The following table summarizes separately WCP's firmn commitments at December 31, 2002 and the
timing and effect that such obligations are expected to have on WCI’s liquidity and cash flow in future periods.
It should be noted that there are a number of firm commitments made by WCT in the normal course -of
business, the following table represents the more significant of those firm commitments. WCI expects to fund
these commitments with dperating cash flow generated in the normal course of business.

2007 and
Natyre of Firm Commitnients 2003 2004-2006 thereafter ‘Total
{miftions)
Talent contracts . ... ... . $109  $329 $109 $547
Net operating leases ......... e P, 55 175 120 350
Leiter of credit and other firm commitments .............. 10 11 — 21

Total firm commitments ...................... R $174  $515 $229 $918

Contingent Commitments

From time to time, WCI enters into cerfain contractual arrangements that require WCI to make
payments or provide funding if certain circumstances occur (“contingent commitments”). Contingent
commitments were not significant as of December 31, 2002.

Guarantees

In November 2002, the FASB issued Interpretation No. 45, “Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” (“FIN 457). FIN
45 requires that a liability be recorded in the guarantor's balance sheet upon issuance of a gnarantee. In
addition, FIN 45 requires disclosures about the guarantees that an entity has issued, including a reconciliation
of changes in the entity’s product warranty liabilities. The initial fecognition and initial measurement

F-88




TWE GENERAL PARTNERS
MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATTIONS AND FINANCIAL CONDITION — {Continued)

provisions of FIN 45 are applicable on a prospective basis to guarantees issued or modified after December 31,
2002, irrespective of the guarantor’s fiscal year-end. The initial recognition and initial measurement provisions
of FIN 45 are not expected to have a material impact on the General Pariners’ consofidated financial
statements. The disclosure requirements of FIN 45 are effective for financial statements of interim or annual
periods ending after December 15, 2002; therefore, the Cleneral Partners have modified its disclosures herein
as required.

Equity Method Investments

Excepi for the guarantee of TWE’s debt, as discussed in Note 9 to the accompanying consolidated
financial statements, the General Partners do not gnarantee the debt of any of their investments accounted for
using the equity method of accounting. However, for certain of these investments, WCI expects to continue to
provide funding in excess of amounts currently invested.

MARKET RISK MANAGEMENT

Market risk for WCI includes the potential loss arising from adverse changes in market rates and prices,
such as, foreign currency exchange rates and changes in the market value of investments.

Foreign Currency Risk

AOL Time Wamer uses foreign exchange coniracls primarily to hedge the risk that unremitted or future
royaltics and license fees owed to WCI domestic companies for the sale or anticipated sale of U.S. copyrighted
products abroad may be adversely affected by changes in foreign currency exchange rates. As part of its overall
strategy to manage the level of exposure to the risk of foreign currency exchange rate fluctuations, primarily
exposure to changes in the value of the British pound, Japanese yen, and Buropean currency, AOL Time
Warner hedges a portion of its, TWE’s and WCT's combined foreign currency exposures anticipated over the
ensuing fifteen-month period (the “hedging period”}. At December 31, 2002, AOL Time Warner had
cilectively hedged approximately 75% of WCT's estimated net foreign currency exposures that principally
relate to anticipated cash flows for royalties and license fees to be remitted to the U.S. over the ensuing
hedging period. The hedging period for royalties and license fees covers revenues expected 1o be recognized
over the ensuing twelve-month period, however, there is often a lag between the time that revenuc is
recognized and the transfer of foreign-denominated revenues back into U.S. dollars, therefore, the hedging
period covers a fifteen month period. To hedge this exposure, AOL Time Warmer uses foreign exchange
contracts that generally have maturities of three months to fifteen months providing continuing coverage
throughout the hedging pericd. AOL Time Warner reimburses or is reimbursed by Wl for contract gains and
losses related 1o WCUs foreign currency ¢xposui<. At December 3, 2002, AOL Time Warner had contracis
for the sale of $1.588 bitlion and the purchase of § 1.341 billion of foreign currencies at fixed rates. Of ACL
Time Warner's $247 miilion net sale contract position, $613 million of foreign exchange sale coniracts and
$430 million of foreign exchange purchase contracts related to WCI's foreign currency exposure, incinding net
contracts for the sale of $90 million of Japanese yen and $252 million of European Currency and net coniracts
for the purchase of $153 million of the British pound. This compared to contracts for the sale of $448 million
and the purchase of $400 million of foreign currencies for WCT at December 31, 2001, including net contracts
for the sale of $146 million of Japanese yen, and net contracts for the purchase of $28 million of Enropean
currency and $62 miliion of the British pound.

Based on AQOL Time Warner's outstanding foreign exchange contracts related to WCI's exposure at
December 31, 2002, each 5% devaluation of the U.S. dollar would result in approximately $9 million of net
unrealized losses on contracts. Conversely, a 5% appreciation of the .S, dollar would result in approximately
$9 million of net unrealized gains on contracts. Consistent with the nature of the economic hedge provided by
such foreign exchange contracts, such unrealized gains or losses largely would be offsct by corresponding
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decreases or increases, respectively, in the dollar value of future foreign currency royalty and license fee
payments that would be received in cash within the hedging period from the sale of U.S. copyrighted producis
abroad:

Equity Risk

The General Partners are exposed to market risk as it refates to changes in market ‘value of their
investments. The General Partpers invest in equity instruments of public and private companies for
operational and stralegic business purposes. These securities are subject to significant fluctuations in fair
market value due to volatility of the stock market and the industries in which the companies operate. These
securities, which are classified in “Qther investments” on the accompanying consolidated balance sheet,
include investments accounted for using the equity method of accounting, investments in private securities and
equity derivative instruments. As of December 31, 2002, WCI had approximaiely $58 million of investments
accounted for at cost, primarily relating to private equity securities, approximately $96 million of available-for-
sale securities and approximately $4.199 billion of investments accounted for using the equity method of
accounting, As of December 31, 2002, substantiafly all of ATC's investments comsisted of investments
accounted for using the equity method of accounting.

Over the last three years, the General Pariners experienced significant declines in the value of certain
investments. As a result, WCT has recorded non-cash pretax charges of $446 million in 2002, $676 million in
2001 and $115 million in 2000 and ATC has recorded non-cash pretax charges of $244 million in 2002,
$372 million in 2001 and $0 in 2000. These charpes were primarily to reduce the carrying value of certain
publicly traded and privately held investments and investments accounted for using the equity method of
accounting that had experienced other—than-temporary declines in value, White the General Partners have
recognized all declines that are believed to be other-than-temporary, it is reasonably possible that individual
investments in the General Partners’ portfolios may experience an other-than-temporary decline in value in
the future if the underlying investce experiences poor operating results or the U.S. equity markets experience
future broad declines in value. See Note 7 to the accompanying consolidated financial statements for
additional discussion,

CRITICAL ACCOUNTING POLICIES

The SEC’s Financial Reporting Release No. 60, “Cautionary Advice Regarding Disclosure About
Critical Accounting Policies” (“FRR 607"}, suggests companies provide additional disclosure and commentary
on those accounting policies considered most critical. FRR 60 constders an accounting policy to be critical if it
is important to the company’s financial condition and results, and requires significant judgment and estimates
on the part of management in its application. The General Partners believe the following represent the eritical
accounting policies of the General Partners as contemplated by FRR 60. As noted in the following discussion,
such critical policies may relate directly to either WCI only or both of the General Partners. In addition, since
a substantial portion of WCI's and ATC’s results are derived from their investments in TWE, a discussion of
some of the critical accounting policies impacting TWE has been included. Any impact on TWE’s pretax
income would impact WCDI’s and ATC’s equity in pretax income (loss) of TWE. For a summary of all of the
General Partners’ significant accounting policies, see Note 1 to the accompanying consolidated financial
statements.

Accounting for Geedwill and Other Intangible Assets

During 2001, the FASB issued FAS 142, which requires thai, effective January I, 2002, goodwill,
including the goodwill included in the carrying value of investments accounted for using the equity method of
accounting, and certain other intangible assets deemed to have an indefinite useful life, cease amortizing. FAS
42 requires that goodwill and certain intangible assets be assessed for impairmenti using fair value
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measurement techniques. Specifically, goodwill impairment is determined using a two-step Process. The first
step of the goodwill impairment test is used to identify potential impairment by comparing the fair value of a
reporting unit with its carrying amount, including goodwill. If the fair value of a reporting unit exceeds its
carrying amount, goodwill of the reporting anit is considered not impaired and the sccond step of the
impairment test is unnecessary. If the carrying amount of a reporting unit exceeds its fair value, the second
step of the goodwill impairment fest is performed to measure the amount of impairment loss, if any. The
second step of the goodwill impairment test compares the implied fair value of the reporting unit’s goodwill
with the carrying amount of that goodwill. If the carrying amount of the reporting unit’s goodwill exceeds the
implied fair vatue of that goodwill, an impairment loss is recognized in an amount equal to that excess. The
implied fair value of gocdwill is determined in the same manner as the amount of goodwill recogrized in a
business combination. That is, the fair value of the reporting unit is altocated to all of the assets and liabilities
of that unit (including any nnrecognized intangible assets) as if the reporting unit had been acquired in a
business combination and the fair value of the réporting unit was the purchase price paid to acquire the
reporting unit. The impairment test for other intangible assets consists of a comparison of the fair value of the
intangible asset with its carrying value. If the carrying value of the intangible assel exceeds its fair value, an
impairment loss is recognized in an amount equal to that exoess.

Determining the fair value of a reporting unit under the first step of the goodwill impairment test and
determining the fair value of individual assets and labilities of a reporting unit (including anrecognized
intangible assets) under the second step of the goodwill impairment test is judgmental in nature and often
involves the use of significant estimates and assumptions. Similarly, estimates and assumptions are used in
determining the fair value of other intangible assets. These estimates and assumptions could have a significant
impact on whether or not an impairment charge is recognized and also the magnitude of any such charge. o
assist in the process of determining goodwill impairment, the General Pariners obtain appraisals from
independent valuation firms. In addition, to the use of independent valuation firms, the General Partners
perform internal valuation analyses, and considers other market information that is publicly available.
Fstimates of fair value are primarily determined using discounted cash flows and market comparisons and
recent transactions. These. approaches use significant estimates and assumptions inciuding projected future
cash flows (including timing}, discount rate reflecting the risk inherent in futuee cash flows, perpetual growth
rate, determination of appropriate market comparables and the determination of whether a premium or
discount should be applied to comparables.

During the first quarter of 2002, upon adoption of FAS 142, WCI and ATC completed their initial
impairment reviews and recorded non-cash pre-tax charges of $18.962 hillion and $9.603 billion, respectively,
for the impairment of goodwill, substantially all of which was generated in the Merger. During the fourth
quarter of 2002, WCT and ATC performed their annual impairment reviews for goodwill and other intangible
assets and recorded an additional charge of $646 million to reduce the carrying value of goodwill, as wellasa
charge to reduce the carrying value of brands and trademarks owned by WCI ($853 million). The
$18.962 billion and $9.603 billion charges are reflected as a cumulative effect of an accounting change and the
$646 million and $853 million charges are reflected as a component of operating income in the ACCOMpAnNying
consolidated statement of operations. These charges are non-operational and non-vash in nature and do not
affect the General Partners’ Liquidity.

Consistent with FRR 60, WCI has provided sensitivity analysis in instances when such analysis is
meaningful. As previously discussed, WCI's $646 million goodwill impairment charge recognized in the fourth
quarter of 2002, reflectcd the Fair value of WCI as of December 31, 2002. Assuming an increase in the fair
valuze of WCI of 10% would have reduced WCI’s goodwill impairment charge by $307 million. Assuming a
decline in fair value of 10% would not impact the amount of goodwill impairment because the carrying amount
of goodwill was reduced to zero as a result of the actual fourth quartcr impairment charge. This analysis does
not consider any potential impairments relating to indefinite lived intangibles.
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Merger Accounting

The merger of America QOnline and Time Warner has been accounted for by AOL Time Warner as an
acquisition of Time Warner under the purchase method of accounting for business combinations. Under the
purchase method of accounting, the cost, including transaction costs, of approximately $147 billion to acquire
Time Warner was altocated to the underlying net assets, including the net assets of TWE and the General
Partners, based on their respective estimated fair values. The excess of ths purchase price over the estimated
fair values of the net assets acquired was recorded as goodwill. Consistent with accounting principles generally
accepted in the U.S. at the time the Merger was consummated, AOL Time Warner valued the purchase price
to acquire Time Warner based upon the fair vatue of the AQL Time Warner shares issued in the Merger on
the Merger’s announcement date. Due to beneficial market conditions existing at that time, this resulted in a
significantly higher purchase price and recorded goodwill than if the purchase price had been valued based
upon AOL Time Warner shares on the Merger's consummation date.

The judgments made in detennining the estimated fair valize and expected useful lives assigned to each
class of-assets and liabilities acquired can significantly impact net income. For example, diffcrent classes of
assels will have useful lives that differ — the useful life of a customer list may not be the same as the useful
life of a music catalogue or copyright. Consequently, to the exient a longer-lived asset (e.g., music copyright)
is ascribed greater value under the purchase method than a shorter-lived asset {(e.g., customer list), there may
be less amortization recorded in a given period.

Determining the fair value of certain assets and liabilities acquired is judgmental in nature and often
involves the use of significant estimates and assumptions. As provided by the accounting rules, AOL Time
Wamner used.the one-year period following the consummation of the Merger to finalize estimates of the fair
value of assets and liabilities acquired. One of the areas that require more judgment in determining fair values
and useful lives is intangible assets. To assist in this process, AQL Time Warner obtained appratsals from
independent valuation firms for certain intangible assets. While there were a number of different methods used
in estimating the value of the intangibles acquired, there were two approaches primarily used: discounted cash
flow and market multiple approaches. Some of the mare significant estimates and assumptions inherent in the
two approaches include: projected future cash flows (including timing); discount rate reflecting the risk
inherent in the future cash flows; perpetual growth rate; determination of appropriate market comparables; and
the determination of whether a premium or a discount should be applied to comparables. Most of the above
assumptions were made based on available historical information.

Investments

The General Partners’ invesiments comprisc of fair value investments, including available-for-sale
securities, investments accounted for using the cost method of accounting and investments accounted for using
the equity method of accounting. A judgmental aspect of accounting for investments involves determining
whether an other-than-temporary decline in value of the investment has been sustained. If it has been
determined that an investment has sustained an other-than-temporary decline in its value, the investment is
written down to its fair value, by a charge to earnings. Such evaluation is dependent an the specific facts and
circumstances. Factors that are considered by the General Partners in determining whether an other-than-
temporary decline in value has occurred include: the market value of the security in refation to its cost basis;
the financial condition of the investee: and the intent and ability to retain the investment for a sufficient period
of time to allow for recovery in the market value of the investnient.

In evaluating the factors above for available-for-sale securities, management presumes a decline in value
to be other-than-temporary if the quoted market price of the security is 20% or more below the investment’s
cost basis for a period of six months or more (the “20% criteria”™) or the quoted market price of the security is
50% or more below the securily’s cost basis at any quarter end {the “*50% criteria”). However, the
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* presumption of an other-than-temporary decline in these instances may be overcome if there is persvasive
evidence indicating that the decline is temporary in nature (e.g., strong operating performance of investes,
historical volatility of investee, etc.). Additionally, there may be instances where impairment losses are
recognized even if the 20% and 50% criteria are not satisfied (e.g,, plan to sell the security in the near term and
the fair value is below the General Partner’s cost basis). ' ’

For investments accounted for using the cost or equity method of accounting, management gvaluates
information (e.g., budgets, business plans, financial statements, etc.) in addition to quoted market price, if
any, in determining whether an other-than-temporary decline in value exists. Factors indicative of an other-
than-temporary decline include recurring operating losses, credit defaults and subsequent rounds of financings
at an amount below the cost basis of the investment. This list is not all inclusive and management weighs alt
quantitative and qualitative factors in determining if an other-than-temporary decline in value of an
investment has occurred.

The United States economy has experienced a broad decline in the public equity markets, particularly in
technology stocks, including investments held in the General Partners’ portfolio. Similarly, the General
Partners experienced significant declines in the value of certain privately held investments, restricted securities
and investments accounted for using the equity method of accounting. As a result, the General Partners
recorded non-cash pretax charges to reduce the carrying value of ceriain investments that experienced other-
than-temporary declines, and to reflect market fluctuations in equity derivative instruments. These charges
were approximately $446 million in 2002, $676 million in 2001 and $115 million in 2000 for WCI, and are
included in other income (expense), net in the accompanying consolidated statement of operations. These
charges were approximately $244 million in 2002, $372 million in 2001 and $0 million in 2000 for ATC, and
are included in other income (expense), net in the accompanying consolidated statement of operations. The
portion of the above charges relating to publicly traded securitics was $433 milfien in 2002, $559 million in
2001 and $0 in 2000 for WCT and $244 million in 2002, $372 million in 2001 and $0 in 2000 for ATC. A detail

of the application of the General Partners’ investment impairment policy over the last three years is provided
in Note 7. :

While the General Partners have recognized alt declines that are believed to be other-than-temporary, it
is reasonably possible that individual investments in the General Partners’ portfolios may experience an other-
than-temporary decline in value in the future if the underlying investee experiences poor operating resulis or
the U.S. equity markets experience future broad declines in value. As of December 31, 2002, the General
Partners had one investment for which the fair value of the investment was below carrying value, but the
Company had determined that the decline in value was temporary. Assuming that the fair values of this
investment remains at its current levels, and assuming no change in any qualitative factors regarding this
investment, the General Partners would expect to record an additional impairment charge of approximalely
$1 million over the first six months of 2003.

Accounting for Artist Advances

Another area of judgment affecting reported net income is management’s estimate of the recoverability of
artist advances. The recoverability of those assets is based on management’s forecast of anticipated revenues
from the sale of future and existing music. In determining whether those amounis are recoverable,
management evaluates the current and past popularity of the artists, the initial commercial acceptability of the
product, the current and past popularity of the genre of music, that the product is designed 1o appeal to, and
other relevant factors. Based on this information, management expenses the portion of such advances that it
believes is not recoverable.
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Revenue and Cost Recognition

There are two areas related fo revenue and cost recognition which incorporate significant judgment and
estimates by management — the accounting for multiple-element arrangements and the amortization of film
costs resulting from the determination of revenue ultimates under the film accounting rules.

Multiple-Element Transactions

Multiple-Element transactions within WCI and TWE fall broadly into two categories:

.-

1. Contemporaneous purchases and sales. In these transactions, WCI or TWE is selling a prodact or service
to a customer and at the same time purchasing goods or services from that customer or making an
investment in the customier; and

2. Sales of multiple products or services. In these transactions, WCI or TWE is selling multiple products or
services to a counterparty.

Contemporaneous Purchases and Sales

In the normal course of business, WCI or TWE enters into transactions where it is purchasing a product,
service or making an investment in a vendor and at the same time it is negotiating a contract for the sale of
advertising to the vendor. For example, when negotiating programming arrangements with cable networks,
TWE will, at times, simultancously negatiate for the sale of advertising to the cable network. This
arrangement may.be documented in one contract or may be documented in two separate contracts; whether
there are one or two contracts, these arrangements are negotiated simultancously. In accounting for these
arrangements; WCI or TWE looks to the guidance contained in the following authoritative literature:

+ APB Opinion No. 29, “Accounting for Nonmonetary Transactions” (APB 29); and
« EITF 01;09, “Accounting for Consideration Given by a Vendor to a Customer” (EITF 01-09).

\

WCI or TWE measures these transactions based on the respective fair values of the goods or services
purchased and the goods or services sold. If WCI or TWE is unable to determine the fair value of one or more
of the etement(s) being purchased, then revenue recognilion is limited to the total consideration received for
the products or services sold less the amounts paid that can be supported. For example, if TWE sells
advertising to a customer for $10 million in cash-and contemporaneously enters into an arrangement to acquire
software for $2 million from the same customer, bul fair value for the software cannot be reliably determined,
TWE would limit the amount of revenue recognized related to the advertising sold to $8 million: As another
example, if TWE sells advertising to a customer for $10 million in cash and contemporaneously invests
$2 million in the equity of that same customer, but fair value for the equity investment is only determined to
be $1 million, TWE would [imit the amount of revenue recognized related to the advertising sold io $9 miilion.
Accordingly, the judgments made in accounting for these arrangements impact the period revenues, expenses
and net income over the term of the contract.

In applying the above guidance, one of the key judgments is determining the fair value of the respettive
elements. In determining the fair value of the tespective elements, the WCI and TWE refer to quoted market
prices, lilstorical transactions or comparable cash transactions. For example, in determining the fair vaiue of a
non-publicly traded equity security purchased at the sume time WCI or TWE sells a good or a service 1o an
investee, WCI or TWE would lock to what other invesiors who do net have other contemporancous
transaction, have patd in the most recent round of financings with the investee. If the investment is publicly
traded, fajr value wounld be determined by reference to quoted market prices. In addition, the sfated terms of a
transaction are censideted to be at fair value to the extent that price protection in the form of “most favored
nation” clauses or similar contractual provisions has been received,

F-94




TWE GENERAL PARTNERS
MANAGEMENT’S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION — (Continued)

Finally, in a contemporaneous puschase and sale transaction, evidence of fair value for one element of a
transaction will provide support for the fair vatue of the other element of a transaction. For example, if TWE
sells advertising to a customer and contemporaneously invests in the equity of that same customer, evidence of
the fair value of the investinent would implicitly support the fair value of the advertising sold siace there are
only two elements in the arrangement.

Sales of Multiple Products or Services’

WCT's and TWE’s policy for revenue recognition in instances where there are multiple elements being
sold at the same time to the same counterparty is in accordance with the Frequently Asked Question Guide on
SAB 101 and is similar io the principles underlying the recently finalized EITF Issue No. 00-21, “Accounting
for Revenue Arrangements with Multiple Deliverables.” Specificalty, if WCI or TWE enters into sales
contracts for the sale of multiple products or services, then they evaluate whether they have objective fair
value evidence for each clement of the transaction. If objective fair value evidence for each element of the
transaction exists, then each element of the transaction is accounted for independently as it is being delivered
based on the relevant revenue recognition accounting policies. However, if the objective fair value for one or
more elements of the transaction are unable to be determined, WCI generally recognizes advertising revenue
on a straight line-basis over the term of the agreement.

Filmed Entertainment Revenues and Costs

An aspect of TWE’s film accounting that requires the exercise of judgment relates to the process of
estimating the total revenues to be received throughout a film’s life cycle. Such estimate of a film’s “ultimate
revenue” is important for two reasons. First, while a film is being produced and the related costs are being
capitalized, it is necessary for TWE’s management to estimate the ultimate revenues, Iess additional costs to
be incurred including exploitation costs, in order to determine whether the value of a film has been impaired
and thus requires an immediate write off of unrecoverable film costs, Second, the amount of capitalized film
costs recognized as cost of revenues for a given film as it is exhibited in vartous markets, throughout its life
cycle, is based upon the proportion of the film’s revenues recognized for such period to the film’s estimated
nitimate total revenues. Similarly the recognition of participants and residuals is recognized based upon the
proportion of the film’s revenues recognized for such period to the film’s estimated ultimate total revenues.

TWE’s Management bases its estimates of ultintate revenue for each film on the historical performance
of similar films, incorporating factors such as the star power of the lead actors and actresses, the genre of the
film and the expected number of theatres at which the film will be released. Management updates such
estimates based on the actual results of each film. For example, a film which has resulted in lower-than-~
expected theatrical revenues in its initial weeks of release would generally have its theatrical, home video and
distribution ultimate revenues adjusted downward; a failure to do so would result in the understatement of
amortized film costs for the period. Since the total film cost to be amortized for a given film is fixed, the
estimate of ultimate revenues impacts only the timing of film cost amortization.

Gross Versus Net Revenue Recognition

In the normal course of business, WCI acts an intermediary or agent with respect to certain payments
received from third parties. For example, WCI distributes music product (e.g., CDs and DVDs) on behalf of

third party record labels, TWE distributes fitms on behalf of independent film producers and TWE coliects
taxes on behall of franchising authorities.

The accounting issue encountered in these arrangements is whether WCI and TWE shculd report
revenue based on the “gross” amount billed to the ultimate customer or on the “net” amount received from
the customer after commissions and other payments to third parties. To the extent revenues are recorded
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gross, any commissions or other payments to third parties are recorded as expenses so that the net amount
(gross revenues, less expenses) flows through operating income. Accordingly, the impact on operafing income
is the same, whether the revenue iz 1ccorded on a gross or net basis. For example, if WCT distributesa CD toa
wholesaler for $15 and passes $10 to the third party record tabel, should WCI record gross revenue from the
wholesaler of $15 and $10 of expenses or should they record the net revenues they keep of $57 In either case,
the impact on operating income is $5.

Determining whether revenue should be reposted gross or net is based on an assessment of whether WCI
is acting as the “principal” in a transaction or acting as'an “agent” in the transaction. To the extent WCI is
acting as a principal in a transaction, WCI reports as revenue the payments received on a gross basis. To the
extent WCT is acting as an agent in a transaction it reports as revenue the payments received less commissions
and other payments to third parties, i.e., on a net basis, The determination of whether WCI is serving as
principal or agent in a transaction is judgmental in nature and based on an evaluation of the terms of an
arrangetnent.

In determining whether WCI serves as principal or agent in these arrangements WCI follows the
guidance in EITF 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent” (“EITF 99-19™).
Pursuant 1o such guidance, WCT serves as the principal in transactions in which it has substantial risks and
rewards of ownership. The indicators that WCI has substantial risks and rewards of ownership are as follows:

» WCI is the supplier of the products or services o the customer,

* WCI has general inventory risk for a product before it is sold;

« WCI has latitude in establishing prices;

» WCI has the contractual relationship with the ultimate customer;

= 'WCT modifies the product purchased to meet the ultimate customer specifications;
« WCT has discretion in supplier selection; and :

» WCI has credit risk.

Conversely, pursuant to EITE 99-19 WCI serves as agent in arrangements where WCI does not have
substantial risks and rewards of ownership. The indicators that WCI does not have substantial risks and
rewards of ownership are as follows:

+ The supplier (not WCI) is responsible far providing the product or service to the custorner;
» The supplier (not WCI) has latitude in establishing prices;

¢ The amount WCT earns is fixed; and

» The supplier {not WCI) has credit risk.

Based on the above criteria and for our more significant transactions that are evaluated, WCI records the
distribution of product on behalf of third party record labels on either a gross or net basis depending on the
terms of the contract, TWE records revenue from the distribution of films on behalf of independent film
producers on a gross basis and TWE records revenue from the collection of franchise fees on a gross basis.

Sales Returns and Uncollectibie Accounts

One area of judgment affecting reported revenue and net income is management's estimate of product
sales that will be returned and the amount of receivables that will ultimately be collected. In determining the
estimate of product sales that will be returned, management analyzes historical returns, carrent economic
trends, changes in customer demand and the acceptance of WCT's and TWE’s products. Based on this
information, management reserves a percentage of cach dollar of product sales that provide the customer with
the right of return,

Similarly, management evaluates accounts receivables to determine if they will ultimately be collecied.
In performing this evatuation, significant judgments and estimates are involved, including an analysis of
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specific risks on a customer-by-customer basis for larger accounts and customers, and an analysis of
receivables aging that determines the percent that Las historically been uncollected by aged category. Based
on this information, managemeint reserves an amount that is believed to be uncollectible.

RISK FACTORS AND CAUTION CONEE&NINGE(_)RWARD-LOQ_K}NG STATEMENTS
Risk Factors

1f the events discussed in these risk factors occur, the business, financial condition, results of operations or
cash fiows of the General Partners or TWE, in which the General Partners have an investment, could be
materially adversely affected.

Technological developmenis may adveysely affect the General Partners’ and TWE’s competitive position
and limit its ability to protect its valuable intellectual property vights. The businesses of the Generai
Partners and TWE operate in the highly competitive, consumer-driven and rapidly changing media and
enterfainment industries. These businesses, as well as the industries generally, are toa large extent dependent
on technological developments, including access to and selection and viability of new technologies, and are
subiect to potential pressure from competitors as a result of their technological developments. For example:

. WCTs music business may be adversely affected by technological developments, such as Intemnet peer-
to-peer file sharing and CD-R activity, that facilitate the piracy of music; by its inability to enforce WCYs
intellectual property rights in digital environments; and by its failure to develop a successful business
model applicable to a digital online enviromment.

. TWE’s cable business may be adversely affected by more aggressive than expected competition from
alternate technologies such as satellite and DSL; by the failure to choese technologies appropriately; by
the failure of new cquipment, such as digital set-top boxes or digital video recorders, or services, such as
digital cable, high-speed data services and video-on-demand, to appeal to enough consumers or to be
available at prices consumers are willing to pay, to function as expected and to be delivered in a timely
fashion;

+  TWE’s filmed entertainment and television network businesses may be adversely affected by the
fragmentation of consumer leisure and entertainment time caused by a greater number of choices
resulting from technological developments, the impact of personal video recorder or other technologics
that have “ad-stripping” [unctions, and technological developments that facilitate the piracy of its
copyrighted works; ’

Caution Regarding Forward-Looking Statements

The SEC encourages companies lo disclose forward-looking information so that investors can better
understand a company’s future prospects and imake informed investment decisions. This document contains
“forward-looking statements” within the meaning of the Private Securties Litigation Reform Act of 1995,
particularly statements anticipating future growlli in revenues, EBITDA and cash flow. Words such as
“anticipates,” “estimates,” “expects,” “projects,” “intends,” “plans,” “believes” and words and terms of
similar substance used in connection with any discussion of future operating or financial performance identify
forward-looking statements. These forward-looking statements are based on management's present expecta-
tions and beliefs about future events. As with any projection or forecast, they are inhereatly susceptible to
uncertainty and changes in circumstances, and the General Partners are under no obligation to, and expressly
disclaim any obligation to, update or alter its forward-leoking statements whether as a result of such changes,
new information, subsequent events or otherwise.

The General Partners, operate in a highly compefitive, consumer-driven and rapidly changing media and
entertainment businesses. These businesses are affected by government regulation, economic, strategic,
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political and social conditions, consumer response to new and existing products and services, technological
devclopments and, particularly in view of new technologies, the continued ability to protect intellectual
property rights. The Generat Partners’ actual results could differ materially from management’s expectations
becanse of changes in such factors. Other factors and risks could adversely affect the operations, business or
financial results of the General Partners’ in the future and could also cause actual results to differ from those
contained in the forward-looking statements, including those identified in the General Pariners’ other filings
with the SEC and the following; which include factors and risks inherent in the General Partners’ investment
in TWE:

For WCI’S music business:

the ability fo continue to attract and select desirable talent at manageable costs; the popular demand
for particular artists and albums; the timely completion of albums by major artists;

the ability to continue to enforce its intellectual property rights in digital environments; piracy of music

~ by means of Internet peer-to-peer file sharing and organized and home CD-R activity;

the ability to develop a successful business model applicable to a digital online environment;
the ability to maintain retail product pricing in a competitive environment;

the potential loss of catalog if it is determined that recording artists have a right to recapture sound
recordings under the United States Copyright Act;

the potential repeal of Subsection (b) of California Labor Code Section 2855, a Section which
prescribes a maximum length for personal service contracts;

the risk that there will be other federat and state statutes enacted which are simifar to California Labor
Code Section-2855, a Section which preseribes a maxinmm length for personal service contracts;

risks from diS{'uptions in the retail environment from bankruptcies, store closings and liquidity
problems of record retailers;

risks associated with foreign currency exchange rates;

the ability to utilize DVD manufacturing capacity fully and to maintain current DVD manufacturing
pricing; and

the overall strength of global music sales.

For TWE’s cable business:

more aggressive than expected competition from new technologies and other types of video program-
ming distributors, including satellite and DSL;

increases in government regulation of basic cable or equipment rates or other terms of service, such as
“digital must-carry,” “forced access” or common carrier requirements; government regulation of other
services, such as broadband cable modem service; ’

the failure of new equipment, such as digital set-top boxes or digital video recorders, or services, such
as digital cable, high-speed data services or video-on-demand, to appeal to enough consumers or to be
available at prices consumers are willing to pay, to function as expected and 1o be delivered in a timely
fashion;

fluctuations in spending ievels by advertiscrs and consumers; and

greater than expected increases in programming or other costs.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION — (Continued)

For TWE’s filmed entertainment businesses:
. the ability to continue to attract and select desirable talent and scripts at manageable costs;
» general increases in production costs;

+ fragmentation of consumer leisure and entertainment time and its possible negative effects on the
broadcast and cable networks, which are significant customers of these businesses,

« continued popularity of merchandising;
« the uncertain impact of technological developments that may facilitate piracy of its copyrighted works;

- the ability to develop and apply adequate protections for filmed entertainment content in a digital
delivery envirenment;

+ the ability to develop a successful business model for delivery of feature films in a digital online
environment;

. risks associated with foreign currency exchange rates;

+ with respect to feature films, the increasing marketing costs associated with theatrical film releases in a
highty competitive marketplace;

» with respect to television programming, a decrease in demand for television programming provided by
non-affiliated producers; and

+ with respect to home video, the ability to maintain relationships with significant customers in the rental
and sell-through markets.

For TWE’s network businesses:
+ greater than expected news gathering, programming or production costs;

+ public or cable operator resistance 10 price increases and the negative impact on premium program-
mers of increases in basic cable rates;

« increased regulation of distribution agreements;
- the sensitivity of network advertising to economic cyclicality and to new media technologies;
+ the negative impact of consolidation among cable and satellite distribuiors;

+ piracy of content by means of interception of cable and sateliite transmissions or Internet peer-io-peer
file sharing;

o the impact of personal video recorder “‘ad-stripping” functions on advertising sales and network
branding;

o the development of new technologies that alter the role of programming networks and services; and

+ greater than expected fragmentation of consumer viewership due to an increased number of program-
ming services or the increased popularity of alternatives to ielevision.

For the General Partners generally, the overall financial strategy, including growth in operations,
maintaining financial ratios and a strong balance sheet, could be adversely affected by decreased liquidity in
the capital markets, including any reduction in the ability to access either the capital markets for debt
securitics or bank financings, significant acquisitions or other transactions, economic stowdowns, the risk of
war and changes in the General Partners’ plans, strategies and intentions. In addition, lower than expected
valuations associated with the cash flows and revenues may result in its inability to realize the value of
recorded intangibles and goodwill.

Ttem 14. Controls and Procedures

Within the 90-day period prior to the filing of this report, each of the General Partners, under the
supervision and with the participation of ifs management, including the Chief Executive Officer and Chief
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TWE GENERAL PARTNERS
MANAGEMENT’S DISCUSSION AND ANALYSIS
OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION — (Continued)

Financial Officer of such General Partner, evaluated the effectiveness of the design and operation of such
General Partner’s “disclosure controls and procedures” (as defined in Rule 13a-14(c)) under the Securities
Exchange Act of 1934 {the “Exchange Act”)}. Based on that evaluation, the Chief Executive Cfficer and the
Chief Financial Officer of each General Partner concluded that such General Partner’s disclosure controls and
procedures are effective in timely making known to them material information relating to such General
Partner and such General Partner’s consolidated subsidiaries reguired to be disclosed in the General Partners’
reports filed or submitted under- the Exchange Act. The General Partners have investments in certain
unconsolidated entities, As the General Partners do not control or manage these entities, their disclesure
controls and procedures with respect to such eatities are necessarily substantially more Hmited than those
maintained with respect to consolidated subsidiaries. There have been no significant changes in the General
Partners’ internal controls or in other factors that could significantly affect the internal controls subsequent to
the date the General Partners completed their respective evaluations.

F-100




TWE GENERAL PARTNERS
COMNSOLIDATED BALANCE SHEETS
December 31,

{millions)
WCI _ATC
] 2602 2001 2002 2001
ASSETS
Current assefs ] :
Cash and equivalents . ... ..o oos i 3 — $ 40 % — -
Receivables, less allowances of $294 and $355 million ...... 842 944 — —
TRVEITOTIES « vt ot ot tveieee s nam e nin e 131 121 — —
Prepaid expenses and other current assets .....c...oovon- 136 708 - =
Total current assets . ... o ven oo e 1,709 1,813 —
Investments in and amounts due to and from TWE ........ 19,340 36,834 13,383 25,292
Investments in TW Companies ..........ccoviimaanvns 103 103 59 60
Other IVEStIIENtS ... vvn oot emsiimn s 4,353 6,084 1,199 3,047
Tntangible subject to amortization . .......ovier e 2,871 2,926 — —
Intangible assets not subject to amortization .............. 790 1,643 — —
GoodWill .o\ttt e 381 11,799 262 262
Qther assets, primarily property, plant and equipment for
WCI and net deferred tax assets for ATC .........o0 v 677 621 120 —
TOtAl SSE1S « v« v o e $ 30,224  $61,823  § 15,023 $28,661
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities
Accounts payable ... oo ¢ 285 $ 222 % - § -
Royalties payable .. ..oo oo 895 891 -— —
Other current liabilities . . . .. P 522 894 — —
Total current liabilities . ... ..o 1,702 2,007 — —
Deferred INCOME LAXES . . o o vt e e mmm e 1,213 1,656 — 124
Other long-term liabilities, including $4, $264, $3 and $19%
million due to TW Companies. . ....coverocivrr e 1,318 736 3 199
Sharehiclders’ eguity
COMIMON SL0CK « + ot e i 1 1 I3
Preferred stock of WCI, $.01 par value, 90,000 outstanding
and $90 million liquidation preference ................. —— — — —
Paid-in capital . ......ooir i 49,552 60,162 26,201 29,713
Accumulated other comprehensive income {loss), net ... {139} (175) {68) {35)
Retained earnings (deficit) . ... i (23,156)  (L,794) _(10,900) (622)
. 26,258 58,194 15,294 29,117
Due from TW Companies, net ..o oes 319 (184) 62 {443)
Reciprocal interest in TW Companies stock. .o oo an (586) (586) (336) {336)
Total shareholders’ equity ... ..o veoe i 25,991 57,424 15,020 28,338
Total liabilities and shareholders’ equity ............. oo $ 30224 $61,823 $ 15023  $28,66!

See accompanying notes.

F-101




TWE GENERAL PARTNERS
COMNSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31,

{millions)
WCI ATC 3
2002 2001 2000 2002 2001 2006

Revenues™ ......... ... ... ... $ 4205 $4036 $4268 $ — § — §
Cost of revenues™ ., ... ... .. .. .. (2,412)  (2,121)  (2,358) — — —
Selling, general and administrative™ | || (1,444)  (1,630)  (1,485) — — —
Amortization of goodwill and other

intangibles ............ ... . ..., .. (175) {830) (241) -— (1Y —
Impairment of goodwill and other

itangibles ........ ... ... L {1,499) — — — — —
Operating income (loss) . ............ (1,325) {551} . 188 — {1 —
Equity in prefax income (loss) of TWE (427) (269) 539 (352) (665} 371
Interest expense, net................. (59) (25) (3) — 03] (1)
Other income (expense), net® .. .. ... (308)  (1,088) (188) (237) (568) 36 L

Income (loss) before income taxes and
cumulative effect of accounting

change ... ... ... L L. (2,119} (2,633 536 (589}  (1,245) 406
Income tax (expense) benefit™ ... .. 80 374 (290) (120) 212 (186)
Income (loss) before cumulative effect

of accounting change .......... P (2,039) (2,259 246 {709y (1,033 220

Cumulative effect of accounting change,
net of $135 million income tax benefit
for WCT and $91 million income tax

benefit for ATC................... (18,962) — (202)  (9,603) — (136)
Net income (loss) ...... e $(21,001) $(2,259) § 44 $(10312) $(1,033) $ 84
™ Includes 1he following income {expenses) resulting from transactions with AQL Time Wamer, TW Companics, TWE or equity investees of the General

Partnars:

REVENDES L\t $§ 421 % 307 § 313 & — 5 — 35 —
Cost of TRYEMUES . ...ttt it e e (4) (5) (11) - — -
Selling, general and administrative .. ... S (35) (14) (15) — — —
Equity in pretax income (loss) of TWE ... . ... i . (154) (114) (107) — — —
Other income (expense), net............ e e et e 2 Z1 12 — — —
Income tax beaefit (expense) ... ... ... L 223 257 (107) (72} 111 (122}

See accompanying notes.
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TWE GENERAL PARTNERS

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

{(millions)
wcl ATC
2002 2001 2000 2002 2001 2000
OPERATING ACTIVITIES
Net income (loss) ..... e §(21,001) $(2,259) $ 44 §(10312) ${1,033) § 84
Adjustments for non-cash and nonoperating
ems: . -
Cumulative effect of accounting change . . 18,962 — 202 9,603 - 136
Impairment of goodwill................ 046 — — — — —
Depreciation and amortization . ......... 297 933 324 — 11 —
Loss on writedown of investments ....... 446 676 115 244 372 —
Intangible asset impairment ............ 853 - — — — —
Excess of distributions over equity in
pretax income of TWE . ............. . 722 1,157 55 555 794 38
Equity in losses (income) of other
investee companies after distributions . . (48) 418 66 M 196 (14)
~ Changes in operating assets and liabilities:
Receivables........................ 55 441 (179) — — —
Inventories ..ot (7} 12 N — — -
Accounts payable and other Habilities . . (395) (255)  (293) (85} - —
Other balance sheef changes ......... 79 (646) 124 147 (107) 132
Cash provided by operating activities ...... 609 4717 449 145 233 376
INVESTING ACTIVITIES
Investments and acquisitions ............. {167} (153) {49} — — —
Capital expenditures .............. e (180) (166) (166} — -— —
Investment proceeds ... .. et 35 91 — — - =
Cash nsed by investing activities .......... {(312) (228)  (215) — — —
FINANCING ACTIVITIES
Repayment of loan to AOL Time Warner . . (857} — — — — -
Borrewings from AQL Time Warner ...... 857 — — — — —
Other Borrowings. .. .........cvvinnnnn 3 — _—
Other debt payments . ... .. ..ol (15) — —
Dividends ......ooovi i (56) (164) (148} (10) (107) (97)
Increase in amounts due to {from) TW
Companies, net ......cvvvveennnan... {271} (81)  (i57) {133) {126) (279
Cash used by financing activities . ......... (337) (245)  (305) {145} {233) (376)
INCREASE (DECREASE) IN CASH
AND EQUIVALENTS................ (40) 4 () — — —
CASH AND EQUIVALENTS AT '
BEGINNING OF PERIOD ......... ... 40 36 107 — _ =
CASH AND EQUIVALENTS AT END
OF PERIOD .............ooiiinis $ — $ 40 $ 36 $ -~ § — §

See accompanying notes.
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BALANCE AT DECEMBER 31,

1999 ...l

Net INCOMeE . ..ot e i i
Foreign currency translation adjustments ..........
Unrealized losses oh securities, net of $3 million tax

benefit ... ... ...l
Realized and unrealized gains on

derivative financial

instruments, net of $3 miltion tax cxpense . ... ...

Comprehensive loss .........

Decrease in stock option distribution liabitity to

TW Companies.............
Dividends ...................
Transfers to TW Companies, net
Other ... oo

BALANCE AT DECEMBER 31,

Netloss..........coo ...

2000 .. ...

Foreign currency transiation adjustments ..........
Unrealized losses on securities, net of tax benefit ...

Realized and unrealized gains on
instruments, net of tax expense

Comprehensive loss .........

derivative financial

Increase in stock oplion disiribution liability to

TW Companies.............
Dividends ............... R
Transfers to TW Companies, net

Allocation of a portion of the purchase of the

America Online-Time Warner
Other ........... ... e

IMErger. ..........

Reallocation of goodwill among AOL Time Wamer
segmenis upon adoption of FAS 142 ... ... .. ...

Netloss . ....................

Foreign currency tramslation adjustments ..........
Unrealized gains on sccurities, net of $1 million tax

provision{a} ...............

Realized and unrealized losses on derivative financial
instruments, net of $7 million tax benefit ........
Unfunded accumulated benefit obligation, net of

$47 million income {ax benefit
Other.......ooo oo ...

Comprehensivc loss .........

Decrease in stock option distribution Ilablhly to

TW Companigs.............
Dividends ...................
Transfers to TW Compamcs net

Dilution of interest in Time Warner Emenﬂmmcnt
Company, L.P. {net of $146 million income tax

impact) ........ ...,

Wl
CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY
{millions)
Retatned Reciprocal
Earnings Due From interest in
Common Paid-In (Accumulated TV Companies, TW Companies  Shareholders’
Stock Capital Deficit) net Stuck Egnity
F1 § 9,926 b 833 $(l,4_37) $(586) 3 893
44 44
{10 (70)
5) (5)
K 4
(27) 27y
221 221
(702) (702)
538 538
o 5 4 9
1 5,931 329 {859) {586} 8,776
(2,259) (2,259}
(1 (17
B (1)
- ! 1t
(2,276) (2,276)
an (1)
(6) . 16)
’ 715 715
50,231 50,231
. 1 1
al 60,162 {1,969} (184} {586) 57,424
(10,815) (10,815)
(21,601} (21,001)
it1 i1
b i
(10) (10)
(710 (T
4 4
(20,965} {20,965}
259 . _'259
{402) (402)
503 503
{219 (219) -
_ 205 1 206
_5_1 $ 49,552 $(23,295) $ 319 _S_L§§§) § 25,991

See accompanying notes.
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ATC
COMSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY

{millions)
Retained Rectprocal
Earnings Due From . Interest in
Common Paid-In (Accumufated  TW Companies, TW Companies  Sharcholders’
Stock Capital Dreficit) net Stock Equity

BALANCE AT DECEMBIR 31, 1999 ......... 5t $ 2,338 5 172 $ {38) $(336) $ 2,137
TNEE IDCOMIE « e eee v eeene e vaa e anasreae 84 84
Foreign currency translation adjustments ......... - (18) ) (18)
Unrealized losses on securities, net of $6 million .

tom DEMERT - oo e - ) (10) (10)
Realized and unrealized gains on derivative

financial instruments, net of $1 million tax

CRPETISE -« v avev e amem e ‘ 2 2

Comprehensive income. ..o ian 58 s o 38
Drecrease in stock option distribution lability to

TW COMPANIES -« oo vnvavemaeanoeaen e eens 152 152
Transfers to TW Companies, net ............... ' (279) (279}
(87417 Y . 3 4 : 7
BALANCE AT DECEMIBER 31,2000 .......... 1 2,341 386 . {311 {336) 2,075
NEt 0SS oo i e {1,033) ] (1,033}
Foreign currency transiation adjustments .. .......

Unrealized losses on securities, net of $1 million :

tax benefit .......... .. et (D) (

Comprehensive loss ... oo (1,034} (1,034}
Increase in stock option distribution lizbility to ' ’

TW Companies . ....... e e (12} (12}
Transfers to TW Companies, nel ......o.oreeenn. {126) {126)
Allocation of a portion af the purchase of the )

America Online-Time Warner merger ......... 27,432 : 27,432
(81 ST SN L 3 . 3
BALANCE AT DECEMBER 31, 2001 .. ........ t 29,773 (657} (443) {336) 28,338
Reallocation of goodwill among AOL Time :

Warner segments upon adoption of FAS 12 ... (3,512} . (3,512)
Net IDCOMNE ..o veaeeimaea e in e (10,312) (10,312)
Foreign currency tramstation adjustments ......... 10 10
Unrealized gains on secusities, net of $1 million ’

1ax Provision(a) ... ..o 2 2
Realized and unrealized losses on derivative

financial instruments, net of $2 million tax

BEnEfit . o et e (3) (3}
Unfunded accumulated bencfit obligation, net of

$30 million income tax benefit (... ... .. .. .- (44) - - (44}
(617 S 2 2

Comprehensive 10sS. . .vvun o renenamaeanas {10,345) (10,345)
Increase in stock option distribution liability to .

TW COMPANIES - v vamranannmaannanennn 178 178
Transfers to TW Companies, net ............... ' 505 . 505
Dilution of interest in Time Warner Entertainment

Company, 1.P. (net of $96 million income tax

ERIPACT) - -+ v v eveee e (144) (144)
(087 NP . 2 {2) . —
BALAMCE AT DECEMBER 33,2002 ......... $1 $26,263 $(10,970) $ 62 $(336) $ 15,020

|
|

See acconmpanying notes.
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TWE GENERAL PARTNERS
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Deseription of Business and Basis of Presentation

Description of Business

On June 30, 1992, thirteen direct or indirect subsidiaries of Time Warner Companies, Inc. (“TW
Companies”) contributed the assets and liabilities or the rights to the cash flows of substantially all of TW
Companies’ Filmed Entertainment, Networks and Cable businesses to Time Wamer Entertainment Coin-
pany, L.P., 2 Delaware limited partnership (“TWE”), for general partnership intercsts, and each general
partner gaaranteed a pro rata portion of substantially all of TWE’s debt and accrued interest based on the
relative fair value of the net assets each contributed to TWE (the “General Partner Guarantees,” see Note 9).
Gince then, eleven of the thirteen original gencral partners have been merged or dissolved into the other two.
Warner Communications Inc. (“WCI”) and American Television and Communications Corporation
(“ATC”) are the two remaining general partners of TWE. They have succesded to the general partnership
interests and have assumed the General Partner Guarantees of the eleven former general partners. WCI, ATC
and, where appropriate, the. former general partners are referred to herein as the “General Partners.”

WCI conducts substantially all of TW Companies’ music operations, including interests in recorded
music, music publishing and CD and DVD manufactering. These music operations include copyrighted music
from many of the world’s leading recording artists that is produced and distributed by a family of established
record labels such as Warner Bros. Records, Atlantic Records, Elektra Entertainment and Wamer Music
International. In addition, WCI has investments in TWE, TW Companies, IPC Group Limited, Tumer
‘Broadeasting System, Inc. ("TBS™} and Time Warner Telecom Inc. (“Time Warmer Telecom™}. ATC does
not conduct operations independent of its ownership interests in TWE and certain other investments, including
investments in TW Companies, TBS and Time Wamer Telecom.

On January 11, 2001, America Online, Inc. (“America Online”) and Time Warner Inc. (“Time
Warner”) merged to form AOL Time Wamer Inc. (“AOL Time Warner™), the world’s leading media and
entertainment company (the “Merser”), As a result of the Merger, America Online and Time Warner each
hecame a wholly owned subsidiary of AOL Time Warner, and WCI and ATC ecach became an indirect,
whoily owned subsidiary of AOL Time Warner.

Basis of Presentation

America Online-Time Warner Merger

The Merger has been accounted for by AOL Time Warner as an acquisition of Time Wamer under the
purchase method of accounting for business combinations. Under the purchase method of accounting, the cost
of approximatc])f $147 billion to acquire Time Warner, including transaction costs, was allocated to its
underlying net assets, including the net assets of the General Partners, based on their respective estimated fair
values. The excess of the purchase price over the estimated fair values of the net assets acquired was recorded
as goodwill. This altocation includes intangible assets for WCI, such as music catalogues and copyrights and
brands and trademarks.

Asa resu_ll of the Merger, WCI’s 2000 historical operating results reflect reclassitications to conform to
AOL Time Warner's financial statement presentation, as follows:

» Digital media results have been allocated to the business segments now responsible for managing those
operations, including WCI’s music operations;

» Income and losses related fo investments accounted for using the equity method of accounting and
gains and losses on the sale of investments have been reclassified from operating income {loss) to other
income {expense), net; and
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

» Corporate services have been reclassified to selling, general and administrative costs as a reduction of
operating income.

Investment in TWE

Prior to the change in ownership relating to the exercise of an option by AT&T Corp. (“AT&T”) which
is discussed below, the General Partners in the aggregate held 63.27% of the pro rata priority capital
(“Series A Capital”) and residual equity capital (“Residnal Capital”) of TWE and 100% of the junior priority
capital (“Series B Capital”) of TWE. TW Companies held, directly or indirectly, 11.22% of the Series A
Capital and Residual Capital limited partnership interests. The remaining 25.51% limited partnership interests
in the Series A Capital and Residual Capital of TWE were held by MediaOne TWE Holdings, Inc., a
subsidiary of AT&T. AT&T’s interest in TWE was recently acquired by Comcast Corp. (*“Cormncast™) upon
consummation of the merger of Comcast and AT&T’s broadband business in November 2002.

During the second quarter of 2002, AT&T exercised a one-time option to increase its ownership in the
Series A Capital and Residual Capital of TWE. As a result, on May 31, 2002, AT&T’s interest in the Series A
Capital and Residual Capital of TWE increased by approximately 2.13% to approximately 27.64%. This
resulied in a decrease in WCI's and ATC’s corresponding interest in the Series A Capital and Residual
Capital of TWE of approximately 1.07% and 0.74%, Tespectively, to approximately 36.43% and 25.03%,
respectively. Similarly, TW Companies’ interest in the Series A Capital and Residual- Capital of TWE
decreased by approximately 0.32% to approximately- 10.90%. 1n accordance with Staff Accounting Bulletin
No. 5t, “Accounting For Sales of Stock of a Subsidiary,” WCI and ATC have reflected the pretax impact of
the dilution of their interests in TWE of approximately $365 million and $240 million, respectively, as an
adjustment to paid-in-capital {Note 5}. During the third quarter of 2002, TW Companies’ 10.90% interest in
TWE was transferred to WCI and ATC, increasing WCI's-and ATC’s interests in the Series A and Residual
Capital of TWE to 41.88% and 30.48%, respectively. In August 2002, AQL Time Warner and AT&T
announced that they had agreed to restructure TWE. See Note 5 for additional discussion.

New Aecounting Principles
Revenue Classification Changes

Reimbursement of “Out-of-Pocker” Expenses

In January 2002, the Financial Accounting Standards Board's (“FASB”) Emerging issues Task Force
(“EITF”} reached a consensus on EITF Issue No. 01-14, “Income Statement Characterization of Reim-
bursements Received for ‘Out-of-Pocket’ Expenses Incurred” (“EITF 01-14”). BITF 01-14 requires that
reimbursements received for out-of-pocket expenses be classified as revenue on the income statement.
EITF 01-14 was effective for the General Partners in the first quarter of 2002 and requires retroactive
restatement of all periods presented to reflect the new accounting provisions, This change In revenue
classification only impacts WCL As a result of applying the guidance of EITF (1-14, WCI’s yevenues and
costs presented herein were retroactively increased by an equal amount of approximately $152 tillion in 2001
and approximately $155 million in 2000. -

Emerging Issues Task Force Issue No. 01-09

In April 2001, the EITF reached a final consensus on EITF Issee No. 00-25, “Vendor Income Statement
Characterization of Considesation Paid to a Reseller of the Vendor’s Products,” which was later codified along
with other stmilar issues, into EITF Issue No. 01-09, “Accounting for Consideration Given by a Yendor to a
Customer or a Reseller of the Vendor’s Products” (“EITF 01-097). EITF 01-09 was effective for the General
Partners in the first quarter of 2002 and requires retroactive restatement of all periods presented to reflect the
new accounting provisions. EITF 01-09 clarifies the income statement classification of costs incurred by a
vendor in connection with the reseller’s purchase or promofion of the vendor’s products, resulting in certain
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TWE GENERAL PARTNERS
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — {Continued)

cooperative advertising and product placement costs previously classified as selling expenses to be reflected as
a reduction of revenues eamed from that activity. This change in revenue classification only impacts WCI. As
a result of applying the provisions of BITF 01-09, WCI's revenues and costs presented herein were
retroactively reduced by an equal amount of $45 million in 2001 and approximately $35 million in 2000.

Securities and Exchange Commission Staff Accounting Bulletin No. 101

In the fourth quarter of 2000, WCI adopted Securities and Exchange Commissicn Staff Accounting
Bulletin No. 101, “Revenue Recognition in' Financial Statements” (“SAB 1017). SAB 101 clarifies certain
existing accounting principles for the timing of revenue recognition and the classification of revenues in
financial statements. While WCI's existing revenue recognition policies were consistent with the provisions of
SAB 101, the new rules resuited in changes as to how revenues from certain transactions are classified. As a
result of applying the provisions of SAB 101, WCT's revenues and costs were increased by an equal amount of
$135 million for 2000.

New Accounting Shndard for Goodwill and Other Intangible Assets

In July 2001, thﬁ FASB issued Statement of Financial Accounting Standards (“Statcmcnt”) No 141
“Business Combinations” and Statement No. 142 “Goodwill and Other Intangible Assets” (“FAS 1427).
These standards change the accounting for business combinations by, among other things, prohibiting the
prospective use of pocling-of-interests accounting. In addition, FAS 142 requires that, effective January 1,
2002, goodwill; including the goodwill included in the carrying value of investments accounted for using the
equity method of accounting, and certain other intangible assets deemed to have an indefinite useful life, cease
amortizing. The new rules also requife that goodwill and certain intangible assets be assessed for impairment
using fair value measurement techniques. During the first quarter of 2002, WCI and ATC completed its initial
impairment review and recorded non-cash pretax charges of $18.962 billion and $9.603 billion, respectively,
for the impairment of goodwill, substantially all of which was generated in the Merger. The charge reflects
overall market declines since the Merger was announced in January 2000, is non-operational in nature and is
reflected as a cumulative effect of an accounting change in the accompanying consolidated financial
statements. |

During the fourth quarter of 2002, WCI and ATC performed their annual impairment reviews for
goodwill and other intangible assets. As a result, WCI recorded an additional non-cash charge of $1.499 billion
which is recorded as a component of operating income in the accompanying consolidated statement of
operations. The impairment charges are non-cash in nature and do not affect the General Partners’ liquidity.
See Note 3 to the accompanying consolidated financial statements for additional discussion.

Variable Inferest Entities

In January 2003, the FASB issued FASB Interpretation No. 46, “Consolidation of Variable Interest
Entities”  (“FIN 46"}, which requires variable interest entities (commonly referred to as SPEs) to be
consolidated by the primary beneficiary of the entity if certain criteria are met. FIN 46 is cffective
immediately for all new variable interest entities created or acquired after January 31, 2003. For variable
interest enfities created or acquired prior to February 1, 2003, the provisions of FIN 46 become effective for
the General Partners’ during the third quarter of 2003. Although the General Partners have not completed
their review, the General Pariners anticipate that the adoption of FIN 46 will not have a significant impact on
their consolidated financial statements.

Stock-Based Compensation

In December 2002, the FASB issued Statement No. 148, “Accounting for Stock-Based Compensation,
Transition and Disclosure” (“FAS [487). FAS 148 provides alternative methods of transition for a voluntary
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change to the fair value based method of accounting for stock-based employee compensation. FAS 148 also
requires that disclosures of the pro forma effect of using the fair value method of accounting for stock-based
employee compensation be displayed more prominently and in a tabular format, Additionally, FAS 148
requires disclosure of the pro forma effect in interim financial statements. The transition and annual disclosure
requirenents of FAS 148 are effective for fiscal years ended after December 15, 2002. The interim disclosure
requirements of FAS 148 are effective for interim periods beginning after December 15, 2002. The adoption of
the provisions of FAS 148 did not have an impact on the General Pariners’ consolidated financial statements.
However, the General Partners have modified its disclosures as required.

Exit and Disposal Activities

In July 2002, the FASB issued Statement No. 146, “Accounting for Costs Associated with Exil or
Disposal Activities” (“FAS 146”). FAS 146 nullifies the accounting for restructuring costs provided in EITF
Tssue No. 94-3 “Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring).” FAS 146 requires that a liability associated
with an exit or disposal activity be recognized and measured at fair value only when incurred. In addition, one-
time termination benefits should be recognized over the period employees will render service, if the service
peridd required is beyond-a minimum retention period. FAS 146 is effective for exit or disposal activitics
initiated after December 31, 2002, Management does not expect that the application of the provisions of
FAS 146 will have a material impact on the General Partners’ consolidated financial statements.

Maultipic Element Arrangements

In November 2002, the EITF reached a consensus on EITF No. 00-21, “Revenue Arangements with
Multiple Deliverables” (“EITF 00-21”}. EITF 00-21 provides gnidance on how to acconnt for arrangements
that involve the delivery or performance of multiple products, services and/or rights fo use assets. The
provisions of EITF 00-21 will apply to revenue arrangements entered into in fiscal periods beginning after
June 15, 2003. T }’16 General Pariners believe that its current accounting is consistent with the provisions of
EITF 00-21 and therefore does not expect that the application of the provisions of ETTF 00-21 will have a
material impact on the General Partners’ consolidated financial statements.

Consideration Received from a Vendor by a Customer

In November 2002, the EXTF reached a consensus on EITY No. 02-16, “Accounting for Consideration
Received from a Vendor by a Customer” (“EITF 02-167). EITF 02-16 provides guidance as to how
customers should account for cash consideration received from a vendor. EITF 02-16 presumes that cash
received from a vendor represents a reduction of the prices of the vendor’s products or services, unless the cash
received represents a payment for assels or services provided to the vendor or a reimbursement of costs
incurred by the customer to sell the vendor's products. The provisions of EITF 02-16 will apply to all
agrecments entered into or modified after December 31, 2002, Management does not expect the provisions of
EITF 02-16 to have a material impact on the General Partners’ consolidated financial statements.

Guarantecs

In November 2002, the FASB issued Interpretation No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Inciuding Indirect Guarantees of Indebtedness of Others” (“FIN 45",
FIN 45 requires that a liability be recorded in the puarantor’s balance sheet upon issuance of a guarantee. In
addition, FIN 45 requires disclosures about the guarantees that an entity has issued, including a recongiliation
of changes in the entity’s product warranty liabilities. The initial recognition and initial measurement
provisions of FIN 45 are applicable on a prospective basis to guarantees issued or modified after December 31,
2002, irrespective of the guarantor’s fiscal year-end. As the General Partners’ guarantee of $3.3 biilion of
TWE’s debt (which is discussed in further detail in Note 9) was issued prior to December 31, 2002, the initial
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recognition and initial measurement provisions of FIN 45 are not expected to have a material impact on the
General Partners’ consolidated financial statements. The disclosure requirements of FIN 45 are effective for
financial siatements of interim or annual periods ending after December 15, 2002; therefore, the General
Partners have modified-its disclosures herein as reguired.

Asset Retirement Obligations

In July 2001, the FASE issued Statement No. 143, “Accounting for Asset Retirernent Obligation”
(“FAS 143”). FAS 143 addresses the accounting and reporting for obligations associated with the retirement
of tangible long-lived assets and the associated asset retirement costs. FAS 143 became cffective for the
(General Parlners in the first quarter of 2002. The provisions of FAS 143 did not have a tnaterial impact on
WCT’s or ATC’s consolidated financial statements.

Impairment or Disposal of Long-Lived Assets

In August 2001, the FASB issued Statement No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets” (“FAS 144”). FAS 144 clarifies the accounting for the impairment of long-lived assets
and for long-lived assets to be disposed of, including the disposal of business segments and major lines of
business. FAS 144 became effective for the General Partners in the first quarter of 2002. The provisions of
FAS 144 did not have a material impact on the General Partners’ consolidated financial statements.

Transfers and Servicing of Financial Assets and Extinguishments of Liabilities

In September 2000, the FASB issued Statement No. 140, “Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities—a Replacement of FASB Statement No. 1257
(“FAS 140”). FAS 140 revises the criteria for accounting for securitizations and other transfers of financial
assets and collateral. In addition, FAS 140 requires certain additional disclosures. Except for the pew
disclosure provisions, which were cffective for the year ended December 31, 2000, FAS 140 was effective for
the transfer of financial assets occurring after March 31, 2001. The provisions of FAS 140 did not have a
material impact on General Partners” consolidated financial statements.

Summary of Significant Acconnting Policies

Basis of Consolidation and Accounting for Investments

The consolidated financial statements include 100% of the assets, liabilities, revenues, expenses, income,
loss and cash flows of éach General Partner and all companies in which the General Partner has a controlling
voting interest (“subsidiaries”), as if the General Partner and its subsidiaries were a single company.
Intercompany accounts and {ransactions between the consolidated companies have been eliminated.

WCI's fiscal year-end is December 31, however certain foreign locations are on a month lag. In addition,
during 2002, WCI’s domestic music operations changed its fiscal year end from December 31 to November 30
in order to be consistent with its foreign operations which had previously been operating under a November
fiscal year end. The impact of this change was not material to WCI's overall financial results. To the extent a
significant and or wnusual transaction or event occurs during the one month lag period, it would be accounted
for within WCI’s year-end financial statements (See Note 4).

_Investments in TWE, and certain other companies in which the General Partners individually have
significant influence, but fess than a controlling voting inferest, are accounted for using the equity method of
accounting, This is generally presumed to exist when the General Partners individually own between 20% and
50% of the investee. Under the equity method, only the General Partners’ investment in and amounts due to
and from the equity investee are included in the consolidated balance sheet; only its share of the investee’s
eamnings is included in the consolidated operating results; and only the dividends, cash distributions, loans or
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other cash received from the investee, additional cash investments, loan repayments or ather cash paid fo the
investee, arc included in the consolidated cash flows. In circumstances where the General Partner’s ownership
in an investee is in the form of a preferred security or otherwise senior security, WCP's and ATC’s share in the
investee’s income o loss is determined by applying the cquity method of accounting using the “hypothetical-
liquidation-at-book-value” method. WCI and ATC use the hypothetical-liquidation-at-book-value method to
determine the carnings or losses attributable to its investment in TWE. Under the hypothetical-liquidation-at-
book-value method, the investor’s share of earnings or losses is determined based on changes in the investor’s
claim in the net book value of the investee. Additionally, the carrying value of investments accounted for using
the equity method of accounting are adjusted downward to refiect any other-than-temporary declines in value.

Investments in companies in which the General Partners do not have a controlling interest, or an
ownership and voling interest so large as to exert significant influence, are accounted for as available-for-sale
securities at market value if the investments are publicly traded and there are no resale restrictions greater

“than one year. 1f there are resale restrictions greater than one year, or if the investment is not publicly traded,
then the investment is accounted for at cost. Unrealized gains and losses on investments accounted for at
market value are reporfed; net of tax, in the accompanying consolidated statement of sharcholders’ equity as a
component of accurnulated other comprehensive income (loss) until the investment is sold, at which time the
realized gain or loss is included in income. Dividends and other distributions of earnings from both market-
valie investmenis and investments accounted for at cost are included in income when declared.

The effect of any changes in each General Partner’s ownership interests resulting from the issuance of
equity capital by consolidated subsidiaries or equity investees to unaffiliated parties is included as a component
of shareholders® equity.

WCI, through- AOL Time Warner has certain accounts receivable facilities that provide for the
accelerated receipt of cash on available accounts receivables and licensing contracts. These securitization
transactions are accounted for as a sale in accordance with FAS 140 because WCI relinquished control of the
receivables. Since WCI has relinquished control over these receivables and does not control the Qualifying
SPE that holds the receivables, the amounts held in these securitization facilities are not included in the
consolidated financial statements of WCL

Investment Impairments

The General Partners’ investments are comprised of fair value investments, including available-for-sale
investments, investments acccunted for using the cost method of accounting and investments accounted for
using the equity method of accounting. A judgmental aspect of accounting for investments involves
determining whether an other-than-temperary decline in value of the investment has been sustained. If it has
been determined that an investment has sustained an other-than-temporary decline in its vatue, the investment
is written down to its fair value, by a charge to camings. Such evaluation is dependent on the specific facts and
circumstances. Factors that are considered by the General Partners in determining whether an other-than-
temporary decline in value has occurred include: the market value of the security in relation to its cost basis;
the financial condition of the investee; and the intent and ability to retain the investment for a sufficient period
of time to allow for recovery in the market value of the investment.

In evaluating the factors above for available-for-sale securities, management presumes a decline in value
to be other-than-temporary if the quated market price of the security is 20% or more below the investment's
cost basis for a period of six months or more (the “3(% criteria”) or the quoted market price of the security is
50% or more below the security’s cost basis at any quarter end {the “50% criteria”). However, the
presumption of an other-than-temporary decline in these instances may be overcome if there is persuasive
evidence indicating that the decline is temporary in nature (e.g., strong operating performance of investee,

historical volatility of investee, etc.). Additionally, there may be instances where impairment losses are

F-111




_ TWE GENERAL PARTNERS
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

recognized even if the 20% and 50% criteria are not satisfied {e.g., plan to sell the security in the near term and
the fair value is below WCT's or ATC’s cost basis).

For investments accounted for using the cost or equity methed of accounting, management evaluates
information {e.g., budgets, business plans, financial statements, etc.) in addition to quoted market price, if
any, in determining whether an other-than-temporary decline in value exists. Factors indicative of an other-
than- temporary decline include recurring operating losses, credit defaults and subsequent rounds of financings
at ap amount below the cost basis of the investment. This list is not all inclusive and management weighs all
quantitative and qualitative factors’ in determining if an other-than-temporary decline in value of an
investment has accurred.

Business Combinations

Business combinations have been accounted for using the purchase methed of accounting, Business
combinations which have been accounted for under the purchase method of accounting inctude the results of
operations of the acquired business from the effective date of acquisition. The cost to acquire companies,
including transaction costs, have been allocated to the underlying net assets of the acquired company in
proportion to their respective fair values. Any excess of the purchase price over estimated fair values of the net
assets acauired has been recorded as goodwill. In certain purchase business combinations, the General
Partners may review the operations of the acquired company and implement plans to restructure its
operations. As a result, the General Partners may accrue a liability related to these restructuring plans using
the criteria prescribed in EITF Issue No. 95-3, “Recognition of Liabilities in Connection with a Purchase
Business Combination.” The impact of accruing these labilities in connection with a purchase business
combination is that the related cost is reflected as a Hability assumed in the acquisition and rtesults in
additional goodwill as opposed to being included as a charge in the current period detérmination of incorne
(Note 4). The application of the purchase method of accounting requires significant judgments and
assumptions, which is further discussed in Critical Accounting Policies. '

Foreign Currency Translation

The financial position and operating results of substantially all foreign operations are consolidated using
the local currency as the functional currency. Local currency assets and liabilities are translated at the rates of
exchange on the balance sheet date, and local currency revenues and expenses are transiated at average rates
of exchange during the period. Resulting transtation gains or losses, which have not been material, are
included in the accompanying consolidated statement of shareholders’ equity as a component of accumutated
other comprehensive income (loss}.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
U.S. requires managemeni to make estimates and assumptions that affect the amounts reported in the
financial statements and footnotes thereto. Actual results could differ from those estimates.

Significant estimates inherent in the preparation of the accompanying consolidated financial statements
include management's forecast of anticipated revenues and cash flows from investments and the sale of future
and existing music-related products in order to evalvate the ultimate recoverability of accounts receivable,
artist advances and investments recorded as assets in the WCI consolidated balance sheet. Accounts
receivable and salcs in the music industry are subject to customers’ rights to return unsold items. In addition,
significant estimates have been used in accounting for business combinations accounted for using the purchase
method of accounting.
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Management periodically reviews such estimates and it is reasonably possibic that management’s
assessment of recoverability of accounts receivable, individual artist advances and investments may change
Based on actual results and other factors.

Revennes and Costs

In accordance with industry practice, certain products (such as compact discs, DVDs and casscttes) are
sold to customers with the right to refurn unsold items. Revenues from such sales are recognized when the
products arc shipped based on gross sales less a provision for future estimated returns.

Inventores of WCI consist of cassettes, DVDs, compact discs and related music and music publishing
products. Inventories of cassettes, DVDs and compact discs are stated at the tower of cost or estimated
realizable value. Cost is determined using first-in, first-out and average cost methods. Returned goods
included in inventory are valued at estimated realizable value, but not in excess of cost.

Multiple-Element Arrangements

WCI or TWE onters into transactions where it is purchasing a product, service or making an investment
in « vendor and at the same time it is negotiating a contract for the sale of advertising to the vendor. For
example, when negotiating programming arrangements with cable neiworks, TWE will, at timss,
simultaneously negotiate for the sale of advertising to the cable network. This arrangement may be
documented in one contract or may be documented in two separate coniracts; whether there arc one or two
contracts, these arrangements are negotiated simultaneously. In accounting for these arrangements, WCI or
TWE looks to the guidance contained in the following authoritative literature.

« APB Opinion No. 29, “Accounting for Nonmonetary Transactions” (APB 29); and
« EITF 01-09, “Accounting for Consideration Given by a Vendor 10 a Customer” (EITF 01-09).

WCl or TWE measures these transactions based on the respective fair values of the goods or services
purchased and the goods or services sold. If WCI or TWE is unable to determine the fair value of one or more
of the element(s) being purchased, then revenuc recognition is limited fo the total consideration received for
the products or services sold less amounts paid. The accounting for these transactions requires significant
judgments and estimates, which are further discussed in Critical Accounting Policies.

Advertising

In accordance with AICPA SOP 23-7, “Reporting on Advertising Costs,” advertising costs are expensed
upon the first exhibition of the advertisement, except for certain direct-response advertising, for which the
costs are capitalized and amdrtized over the expected period of future benefits. Direct-response advertising
principally consists of product promotional mailings, catalogues and other promotional costs incurred in
WCP’s direct-marketing businesses, Deferred advertising costs are gencrally amortized using the straight-line
method over a peried of twélve months or less subsequent to the promotional event. Deferred advertising costs
for WCI amounted to $5 million at December 31, 2002 and $3 million at December 31, 2001. Advertising
expense for WCI amounted to $259 million in 2002, $257 million in 2001 and $244 million in 2000.

Cash Eguivalents

Cash equivalents consist of cornmercial paper and other investments that are readily convertible into cash
and have original maturities of three months or less. Cash equivalents are carried at cost, which approximates
fair value.
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Derivative and Financial Insiraments

Effective January 1, 2001, WCI adopted FASB Statement No. 133, as amended by FASB Statement
No. 138, “Accounting for Derivative Instruments and Hedging Activities” (“FAS 133"). FAS 133 requires
that all derivative instruments be recognized on the balance sheet at fair value. In addition, FAS 133 provides
that for derivative instruments that qualify for hedge accounting, changes in the fair value will either be offset
against the change in fair value of the hedged assets, liabilities, or firm commitments through earnings or
recognized in shareholders’ equity as a component of accummlated other comprehensive income (loss) until
the hedged item is recognized in earnings, depending on whether the derivative is being used to hedge changes
in fair value or cash flows. The ineflective portion of a derivative’s change in fair value will be immediately
recognized in earnings. The adoption of FAS 133 did not have a material effect on WCF's financial statements
{Note 13}.

The carrying value of WCT's financial instruments approximates fair value, except for certain differences
relating to investments accounted for at cost and other financial instruments that are not significant. The fair
value of financial instruments, such as investments, is generally determined by reference to market values
resulting from trading on a national securities exchange or in an over-the-counter market. In cases where
quoted market prices are not available, fair value is based on estimates using present value or other valuation
techniques.

Property, Plant and Equipment

Property, plant and equipment are stated at cost. Depreciation is provided generally on the straight-line
method over useful Hves ranging up to thirty years for buildings and improvements and ap to fifteen years for
furniture, fixtures and other equipment.

The General Partners periodically review the carrying value of their long-lived assets, including property,
plant and equipment, whenever events or changes in circumstances indicate that the carrying value may not be
recoverable. To the extent fair value of a long-lived asset, determined based upon the estimated future cash
inflows attributable to the assets, less estimated future cash outflows, are less than the carrying amount, an
impairment loss is recognized.

Geodwill and Other Intangible Assets

As a creator and distributor of entertainment copyrights, WCI has a significant and growing number of
intangible assets, including goodwill, music catalogues, contracts and copyrights. In accordance with generaily
accepted accounting principles, WCI does not recognize the fair value of internally generated intangible
assets. Costs incurred to create and produce copyrighted product, such as compact discs, DVDs and cassettes,
generally are either expensed as incurred, or capitalized as tangible assets as in the case of cash advances and
inventoriable product costs. However, accounting recognition is not given to any increasing asset value that
may be associated with the collection of the underlying copyrighted material. Additionally, costs incurred to
create or extend brands generally result in losses over an extended development period and are recognized as a
reduction of income as incurred, while any corresponding brand value created is not recognized as an
intangible asset in the consolidated balance sheet. However, intangible essets acquired in business combina-
tions accounted for under the purchase method of accounting are recorded at fair value on the General
Partners’ consolidated balance sheet. As-of January 1, 2001, in connection with the Merger, the intangible
assets of WCI, including the significant value of intentionally generated intangible assets, were recorded at fair
value on WCT's cansolidated balance sheet. However, increases in the fair value, if any, or the creation of
intangible assets related to WCI businesses subsequent to the consummation of the Merger, are not reflected
on WCI's consolidated balance sheet,

As discussed previously, FAS 142, which became effective on Januvary 1, 2002, required that goodwill and
certain other intangible assefs deemed to have an indefinite useful lifc cease amortizing. As a result, a
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substantial portion of the General Partners’ goodwill and intangible assets, ceased amortizing. However, WCI
continues 1o amortize intangible assets that are deemed to have a finite useful life, including music catalogues
and copyrights, which are amortized over periods up to 20 years. Amortization of goodwill and intangible
assets for WCI was $175 million in 2002, $836 million in 2001 and $241 million in 2000. Accumulated
amortization of goodwill and intangible assets for WCT was $396 billion at December 31, 2002 and
$836 million at December 31, 2001. Amortization of goodwill and intangible assets for ATC ameunted to
$11 million in 2001, all of which related fo the amortization of goodwill resulting from the Merger. There was
no amortization of goodwill and intangible assets for ATC in 2002 and 2000. Accumulated amortization of
goodwill and intangible assets for ATC at was $11 million at December 31, 2002 and 2001.

The, General Partners periodically review the carrying value of acquired intangible assets, including
goodwill, to determine whether impairment may exist. FAS 142 requires that goodwill and certain intangible
asseis be assessed for impairment using fair value measurement techniques. Specifically, goodwill impairment
is determined using a two-step process. The first step of the goodwill impairment test is used o identify
potential impairment by comparing the fair value of a reporting unit with its carrying amount, including
goodwill. I the fair value of a reporting unit exceeds its carrying amount, goodwill of the reporting unit is
“considered not impaired and the second step of the impairment test is unnecessary. If the carrying amount of a
reporting unit exceeds its fair vatue, the second step of the goodwill impairment test is performed to measure
the amount of impairment lass, if any. The second of the goodwill impairment test compares the implied fair
value of the reporting unit’s goedwill with the carrying amount of that goodwill. If the carrying amount of the
reporting unit’s goodwill exceeds the implied fair value of that goodwill, an impairment loss is recognized in an
amount equal to that excess. The implied fair value of goodwill is determined in the same mannper as the
amount of goodwill recognized in a business combination. That is, the fair value of the reporting unit is
allocated to afl of the assets and liabilities of that unit (including any unrecognized intangible assets) as if the
reposting unit had been acquired in a business combination and the fair value of the reporting unit was the
purchase price paid to acquire the reporting unit. The impairment test for other intangible assets not subject to
amoriization consists of a compatison of the fair value of the intangible asset witlt its camrying value. If the
carrying value of the intangible asset excecds its fair value, an impairment loss is recognized in an amount
equal to that excess. For intangible assets subject to amortization, to the extent the fair value of the intangible
asset, determined based upon the estimated future cash inflows attributable to the asset, less estimated future
cash outflows, are less than carrying amount, an impairment loss is recognized. The determination of
impairment of goodwill and other intangible assets requires significant judgments and estimates, which is
further discussed under Critical Accounting Policies.

Income Taxes

“The domestic operating results of the General Partners are included in the consolidated U.S. federal,
state and local income tax returns of WCI or subsidiaries of AOL Time Warner Inc. The foreign operations of
WCI are subject to taxation by foreign jurisdictions. Both domestic and foreign income iax provisions are
reflected in the consolidated statetnents of operations of the General Partners on a stand-alone basis consistent
with the liability method prescribed by FASB Statement No. 109, “Accounting for Income Taxes.” Under the
liability method, deferred income taxes reflect the tax effect of net operating loss and investment carryforwards
and the net tax effects of temporary differences between the carrying amount of assets and Jiabilities for
financial statement and income tax purposes, as determined under enacted tax laws and rates. The financial
effect of changes in tax laws or rates is accounted for in the period of enactment. The subsequent realization of
tax carryforwards acquired in acquisitions is accounted for as a reduction of goodwill.

Under a tax-sharing agreement between the General Partners and AQL Time Warner, cach General
Pastner pays to, or receives from, AOL Time Warner amounts equal to the total domestic income taxes, or tax
henefits, provided by, or attributable to, the partner. Accordingly, no domestic income tax balances are
reflected in the consolidated balance sheets of the General Partners, excepl for amounts related to cerlain
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book/tax differences created as a result of purchase accounting, and for certain items reflected in sharcholders’
equity.

As a Delaware limited partnership, TWE is generally not subject to U.S. federal and state income
taxation. However, certain of TWE’s operations are conducted by subsidiary corporations that are subject to
domestic or foreign taxation. Income tax expense for each of the General Partners includes all income taxes
related to its allocable share of partnershlp income and its equity in the income fax cxpense of corporate
subsidiaries of TWE.

Stock-Based Compensation

AOL Time Wamner has varicus stock option plans under which it may grant options to purchase AQOL
Time Warner common stock to employees of AOL Time Warner and WCI, both of which follow the
provisions of FASB Statement No. 123, “Accounting for Stock-Based Compensation” (“FAS 123”). The
provisions of FAS 123 allow companies to either expense the estimated fair value of stock .options or to
continue to follow the intrinsic value method set forth in Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees™ (“APB 25”), but disclose the pro forma effects on net incoine
(loss) had the fair value of the options been cxpensed. AOL Time Warner and WCI have elected to continue
to apply APB 25 in accounting for stock option plans (Note 1),

In accordance with APB 25 and related interpretations, compensation expense for stock options is
recognized in income based on the excess, if any, of the quoted market price of the stock at the grant date of
the award or other measurement date over the amount an employee must pay to acquire the stock. Generally,
the exercise price for stock options granted to employees of WCI equals or exceeds the fair market value of
AOL Time Warner common stock at the date of grant, thereby resulting in no recognition of compensation
expense by AOL Time Wamer, nor charged to WCI. For awards that generate compensatlon expense as
defined under APB 25, WCI calculates the amount of compensation expense and recognizes the expensé over
the vesting period of thc\ awards.

As previously discussed, in 2002 the FASB issued FAS 148. FAS 148 provides alternative methods of
transition for a voluntary change to the fair value based method of accounting for stock-based employee
compensation. FAS 148 also requires that disclosures of the pro forma effect of using the fair value method of
accounting for stock-based employee compensation be displayed more prominently and in a tabular format.
Additionally, FAS 148 requires disclosure of the pro forma effect in interim financial statements, The
transition and annual disclosure requirements of FAS 148 are eoffective for fiscal years ended after
December 5, 2002. The interim disclosure requirements of FAS 148 are effective for interim periods
beginning after December 15, 2002.

Had compensation cost for AOL Time Warner’s stock option plans been determined based on the fair
value method set forth under FAS 123, WCI’s net income (Joss) would have becn changed to the pro forma
ameunts indicated below:

Years Ended December 31,

2002 2001 2000
(miliions)r
Net income (loss), asreported .. ..., ... .. .o $(21,001) $(2,259) % 44
Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards net of
related tax effects . . ... oo (90} (33y (4D
Pro forma net income (loss) . ... .. ... .. $(21,001) $(2,292) %t 3
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Comprehensive Income {Loss)

Comprehensive income (loss), which is reported on the accompanying consolidated statement of
shareholders’ equity as a component of accumulated other comprehensive income (loss), consists of net
income and other gains and losses affecting shareholders’ equity that, nnder accounting principles generally
accepted in the U.S., are excluded from net income (loss). For the Generat Partners, such items consist
primatily of unrealized gains and losses on marketable equity investments, gains and losses on certain
derivative financial instruments, changes in the unfunded accurnulated benefit obligation of the General
Partners’ pension plan and foreign curfency translation gains and losses.

The following summary sets forth the components of WCI's other comprehensive income
(loss) accumulated in shareholders’ equity:

Yoreign Net Derivative Unfunded Accumulated
Currency Unrealized Financial Accumulated Otlrer
Transiation Gains Instrument Benefit Comprehensive
Guins (Lesses) on Securities Gains (Losses) Obligation Qiher Loss
(millions)
Balance at
December 31, s
2000 ... $(195) $12 $ 8 5 — 3 — $(175)
2002 activity ...... 111 1 10} {70) 4 36
Balance at
December 31,
2002 ... $ (84) $i3 $ (D $(70)  $ 4 $(139)
Recidssiﬁcations _

Certain reclassifications have been made to the prior years’ consolidated financial information to conform
to the 2002 presentation.

2. WORD ENTERTAINMENT ACQUISITION

In January 2002, WCI completed its purchase of Word Entertainment (“Word”) from Gaylord
Entertainment Company for approximately $84 million in cash, Word is a leader in the multi-faceted
contemporary Christian music industry with over 30 active artists on several record labels, approximately 45
songwriters under contract and a catalog containing more than 75,000 masters. The acquisition was accounted
for using the purchase method of accounting for business combinations. As a result of the subsequent purchase
price allocation, approximately $10 million has been allocated 1o copyrights, approximately $20 million has
been altocated to music catalogues, $30 million to goodwill and the remaining $24 million of the purchase
price has been allocated to the underslying tangible net assets of Word. As discussed in further detail in Note 3,
during the fourth quarter of 2002, WCI recorded a non-cash, pretax charge of $646 million related to goodwill
impairment.

During the third quarter of 2002, WCI exchanged 20% of its interest in Word to Curb Records for non-
cash consideration of equal value.
3, GOODWILL AND INTANGIBLE ASSETS

As discussed in Note I, in January 2002, the General Partners adopted FAS 142, which requires
companies {o stop amortizing goodwill and ceriain intangible assets with an indefinite useful life. Instead,
FAS 142 requires that goodwill and intangible assets deemed te have an indefinite useful life be reviewed for
impairment upon adoption of FAS 142 (Fanuary 1, 2002) and annually thereafter.
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Under FAS 142, goodwill impairment is deemed to exist if the net book vatue of a reporting unit exceeds
its estimated fair value. For purposes of applying the provisions of FAS 142, both WCI and ATC are
considered one reporting unit. This methodology differs from the General Partners’ previous policy, as
provided under accouniing standards existing.at that time, of using undiscounted cash flows on an enterprise-
wide basis to determine if goodwill is recoverable.

Upen adoption of FAS 142 in the first quarter of 2002, WCI recorded an approximaie $18.962 billion
non-cash charge and ATC recorded an approximate $9.603 billion non-cash charge to reduce the carrying
value of goodwill. Approximately $5 billion of WCI’s charge related to its wholly owned music business, while
the remaining approximate $14 billion of WCI’s charge and all of ATC’s charge were the result of goodwill
tmpairment charges recorded at TWE and other AOL Time Warner consolidated subsidiaries, which are
accounted for by the General Partners under the equity method of accounting. Such charges are nonopera-
tional in nature and are refiected as a camlative effect of accounting change in the accompanying
consolidated statement of operations. In calculating the impairment charge, the fair valve of WCI's music
business and the reporting units underlying the General Partners’ investments in TWE and certain AOL Time
Warner consolidated subsidiaries accounied for under the equity method of accounting, were estimated using
cither a discounted cash flow methodology, market comparisons, recent comparable transactions or a
combination thereof.

The FAS 142 goodwill impairment is associated entirely with goodwill resulting from the Merger, The
amount of the impairment primarily reflects the overall market declines since the Merger was announced and
valued for accounting purposes in January of 2000. Prior to performing the review for impairment, FAS 142
required that all goodwill deemed to be related to AOL Time Warner as a whole be assigned to all of AOL
Time Warner's reporting units, including the reporting units of the acquirer. This differs from the previous
accounting rules where goodwill was assigned only to the businesses of the company acquired. As a result, a
portion of the goodwill generated in the Merger has been reallocated from WCI’s music business and the
reporting units underlying the General Partners’ investments in TWE and certain AOL Time Warner
consolidated subsidiaries accountf‘d for under the equity method of accounting to other segmenis of AOL
Time Warner.

During the fourth quarter of 2002, WC1 and ATC performed their annual impairment reviews for
goodwill and other intangible assets. As a result, WCI recorded an additional non-cash charge of approxi-
mately $1.499 billion which is recorded as a component of operating income in the accompanying consolidated
statement of operations. The $1.499 billion charge at WCI includes a $646 million charge to reduce the
carrying value of goodwill and a $853 million charge to reduce the.carrying value of other intangible assets at
WCPs music operations which reflects declining valuations in the music industry, primarily due to the
negative effects of piracy. :

In addition, the General Partners recognized a $1.572 billion charge at WCT and $1.146 billion charge at
ATC relating to goodwill impairment charges at TWE due o decreasing valuations of TWE’s cable systems as
evidenced by the decline in the stock prices of comparable cable television companies. These charges are
included in equity in pretax income (loss) of TWE in the accompanying consolidated statement of operations.
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A summary- of changes in WCI’s goodwill during the year ended December 31, 2002 is as follows
{millions): :

Goodwill
Januala' 1,  Acquisitions & Cumulative Effect of 4th Quarter December 31,
20021 Adjustments*”! Accounting Change™ Impairment 2002
Total. .. ..ooons $5,857 $(34) $(4,796) $(646) $381

U} Reffects the reallocation of $5.942 billion of goodwill 1o ofher segments of AQL Time Wamer undes FAS 142,
) Acquisitions relste to WCF's purchase price allecation for the acquisition of Word Entertainment.

) The impairment charge does not include approzimately $14.2 billion related to goodwill impatrments associated with investments accounted for under the
equity method of accounting. :

 The impairment charge does not include approximately $1.572 billion related to WCT's investment jn TWE.
The impairment charges are non-cash in nature and do not affect the General Partners’ liquidity.

WCT's intangible assets and related accumulated amortization consisted of the following (millions):

As of December 31, 2002 As of December 31, 2001
Accumulated Accunyuiated
Gross Amortization'” Net Gross Amortization™ Net

Intangible assets subject to
amortization.

Music catalogues, copyrights
-and other intangible assets®  $3,194 $(323)  $2,871 $3,079 $(153)  $2,926

Tntangible assets not subject to
amoriization:

- Brands and trademarks™@® .. % 847 - $ (57) $ 790 $L,700 ¥ (5T) $1,643

™ Accumnulated amortization for intangible assets not subject to amortization relates lo amortizalion expense recognized prior 1o the adeption of FAS 142,
@ Amount tepresents intangible asseis related lo WEI's music operations, '

¥ The decrease in brands, trademarks and other intangible assets primarily relates 1o the impairment of brands and trademarks of WCl's music operations.

WCI recorded amortization expense of $175 million in 2002 compared to $836 million in 2001. Based on
the current amount of intangible asscts subject to amortization, the estimated amortization expense for each of
the succeeding 5 years are as follows: 2003: $172 million; 2004: $172 million; 2005: $172 million; 2006:
$158 million; and 2007: $158 million. As acquisitions and dispositions occur in the future and as purchase
price allocations are finalized, these amounts may vary.

For the year ended December 31, 2002, WCI acquired the following intangiblé assefs (in millions):

Weighted Average
Amortization Period

Mousic catalogues, copyrights and other intangible assets ......ennn $80 15 years
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WCP's and ATC’s 2001 and 2000 results do not reflect the provisions of FAS 142, Had WCI and ATC
adopted FAS 142 on January I, 2000, the net income (loss) would have been changed to the adjusted
amounts indicated below:

Year Ended Year Ended
Becember 31, 2001 December 31, 2000
(millions}

wWCl ATC WwCl ATC
As reported — historical basis .................... $(2,259)  $(1,033) § 44 3 84
Add: Goedwill amorfization ........... . .o oL 657 — 145 —
Add: Intangible amortization .......... ... ... .. — — — —
Add: TWE goodwill and intangible amortization . .. .. 1,600 1,099 315 216
Add: Equity investee goodwill amortization ......... 366 258 10 —
Income tax impact .. ... . ool {808) (543) {130) (86)

Adfusted ... .. $ (480 § (2199 0§ 384 $214

e Because goodwill is nondeductible for tax parposes, the income tax impact reflects only the ceasing of intangible amortization and equity investee
gocdwill amertization. :

4. MERGER AND RESTRUCTURING COSTS
Merger Costs Capitalized as g Cost of Acquisition

In accordance with generally accepted accounting principles in the United States, WCI generally treats.
merger costs relating to business combinations accounted for using the purchase method of accounting as
additional purchase price paid. ‘

In connection with the Merger, WCI has reviewed its operations and implemented several plans to
restructure its operations (“restructuring plans”). As part of the restructuring plans, WCI accrued an initial
restructuring Hability of approximately $312 million during the first quarter of 2001. WCI adjusted these
restructuring labilities downward by $3 million during 2001 as it refined its restructuring plans. The
restructuring accruals relate to costs to exit and consolidate certain activities at WCI, as well as costs to
terminate employees of WCI. Such amounts were recognized as liabilities assiimed in the purchase business
combination and, accordingly, resulted in additional goodwill being recorded in connection with the Merger.

Of the total restructuring accruals, $261 million related to work force reductions and represented
employee termination benefits and relocation costs. The total number of employees initially identified to be
involuntanily terminated or relocated approximated 2,500. As of December 31, 2002, all terminations and
relocations had occurred. Because certain employees can defer receipt of termination benefits, cash payments
may continue after the employee has been terminated. Termination payments of approximately $88 million
and $52 imillion were made in 2002 and 2001, respectively. In addition, during 2002, there were non-cash
reductions in the restructuring accroal of $40 million, as actual employee termination payments were less than
amounts originally estimated. As of December 31, 2002, the remaining liability of approximately $81 million
was primarily classified as a current liability in WCI's ‘accompanying consolidated balance sheet.

The restructuring accrual also includes approximately $48 miilion associated with exiting certain
activities. The restructuring accrual associated with exiting activities specifically includes incremental costs
and contractual obligations for items such as leasehold termination payments and other facility exit costs
incurred as a direct result of these plans, which will not have future benefits. Payments refated to exiting
activities were approximately $7 million in both 2002 aad 2001, respectively. In addition, during 2002, there
were non-cash reductions in the resiructuring accrual associated with other exiting activities of approximately
$10 million, as actual payments were less than originally estimated. As of December 31, 2002, the remaining
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global music operations of Time Wamer and EMI Group plc. These costs are included in operaling income
(loss} on the accompanying consolidated statement of operations.

Selected information relating to the restructuring plans follows (in millions):

Employee Other

Termination Exit Costs Total
Initial acermals ... ... . L $ 20 $ 17 $ 37
Cashpaid—2001...... ... ... .. .. ... . ... ..o ..., (4) — {4)
Restructuring Hability as of December 31,2001 ............... 16 17 33
Cash paid —2002. .. ... .. o (4) {17} (21
Non-cash reductions™ — 2002 ... .......................... (12) = ~{2)
Remaining Hability as of December 31, 2002 . ................ $ 0 0 $ 0

¥ Non-cash reduetions represent adjustments to the restructuring accrual as actual costs related to employee terminations were less than originaily

estimated.

5. INVESTMENT IN TWE

The General Partners’ investment in and amounts due to and from TWE at December 31, 2002 and 2001
consists of the following: ‘
December. 31, 2002 ) WCl ATC
) (millions}
Investment in TWE . ........................... e e $19,241  $13,380
Stock option related distributions due from TWE ... .................... 5 3
'Other net Habilities due to TWE; principally related to home video
distribution . . ... ..... ... .. e e e e e 94 - —
Total ... T $19,340  $13,383
December 31, 2000 Wi ATC
{millions)
Investment in TWE . ...............oo . T $36,490  $25,110
Stock option related distributions due from TWE ....................... 264 182
Other net liabilities due to TWE, principally related to home video
distribution ... ... 80 —
Total $36,834  §25,292

The General Partners’ respective investments in TWE declined significantly during the year, primarily
the result of the General Partners’ share of TWE’s $21.763 billion cumulative effect of an accounting change
relating to the adoption of FAS 142 and a $2.355 billion impairment. In addition, upon the adoption of FAS
142, $6.857 billion of goodwill at TWE generated in the Merger was reallocated to other segments of AGL
Time Warner thereby reducing TWE’s net assets. For a more comprehensive description of the impact of
these items on TWE, see the accompanying TWE consolidated financial statements.
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Partnership Structure

TWE is a Delaware limited partnership that was capitalized on June 30, 1992 and currently owns and
operates substantially all of the Filmed Entertainment-Warner Bros., Cable Networks-HBO .and Cable
businesses previously owned by the General Partners. Prior to the change in ownership relating to the exercise
of an option by AT&T which is discussed below, the General Partners in the aggregate held 63.27% of the
Series A Capital and Residual Capital of TWE and 100% of the Series B Capital of TWE. TW Companies,
directly or indirectly, held 11.22% of the Series A Capital and Residual Capital limited partnership interests.
The remaining 25.51% limited partnership interests in the Series A Capital and Residual Capital of TWE
were held by MediaOne TWE Holdings, Inc., a subsidiary of AT&T. AT&T’s interest in TWE acquired by
Comcast upon consumnmation of the merger of Comcast and AT&T’s broadband business in November 2002.

During the second quarter of 2002, AT&T exeftised a one-time option to increase its ownership in the
Series A Capital and Residual Capital of TWE. As a result, on May 31, 2002, AT&T’s interest in the Series A
Capital and Residual Capital of TWE increased by approximately 2.13% to. approximately 27.64%. This
vesulted in a decrease in WCI's and ATC’s corresponding interest in the Series A Capital and Residual
Capital of TWE of approximately 1.07% and 0.74%, respectively, to approximately 36.43% and 25.03%,
respectively. Similarly, TW Companies’ inferest in the Serfes A Capital and Residual Capital decreased by
approximately 0.32% to approximately 10.50%. In accordance with Staff Accounting Bulletin No. 51,

* “Accounting For Sales of Stock of a Subsidiary,” WCI and ATC have reflected the pretax impact of the
dilution of its interest in TWE of approximately $365 million and $240 million, respectively, as an adjustment
to paid-in-capital. During the third quarter of 2002, TW Companies’ 10.90% inferest in TWE was transferred
to WCI and ATC, increasing WCI’s and ATC's interests in the Series A and Residual Capital of TWE to
41.88% and 30.48%, respectively.

In August 2002, AOL Time Warner and AT&T announced that they had agreed to restructure TWE.
The restructuring is expected to be completed on March 31, 2003. The restructuring will result in the
following: (i) WCI will acquire complete ownership of TWE’s content assets (incloding Warner Bros.,
Warner Bros. Library and Home Box Office, which will become scparate, wholly owned subsidiaries of WC);
(i) all of AOL Time Warner's directly-owned cable television system interests will be contributed to a
separate company which will become a majority-owned subsidiary of AOL Time Warner and will be renamed
Time Wamer Cable Inc. (“TWC Inc.”); (ili) TWE will become a subsidiary of TWC Inc. and will continue
to own the cable television system interests it previousty owned; (iv) Comcast will receive $2.1 billion in cash,
which the company anticipates wili be funded through a new credit facility at TWC Tnc. that has not yet been
established and AOL Time Wamer equity sccurities valued at $1.5 billion; (v) a Comeast Trust will also
retain a 21% cconomic interest in the Company’s cable business, through a 17.9% direct ownership interest in
TWC Inc. (representing a 10.7% voting interest) and a firnited partnership interest in TWE representing a
4,7% residual equity interest; and (vi) AOL Time Warner will retain an overall 79% economic interest in the
cable business, through an 82.1% ownership interest in TWC Inc. (representing an 89.3% voting interest) and
a partnership interest in TWE representing a 1% residual equity interest and a $2.4 billion preferted
component. The 1% direct interest and $2.4 billion preferred interest in TWE, as well as part of AOL Time
Warner’s ownership interest in WCI, will be held through ATC. ‘ '

Based upon its 89.3% controlling voting interest in TWC Tnc., AOL Time Warner will consolidate -the
results of TWC Inc. for accounting purposes. WCI will account for its interest in TWC Inc. under the equity
method of accounting. ATC will account for its common and prefesred interests in TWE at cost. At the
closing of the restructuring, it is anticipated that TWC Inc. will have approximately $8.1 billion in
consolidated net debt and preferred equity, including the $2.4 billion preferred interest held by AOL Time
Warner. Subject to market and other conditions, AOL Time Warner expects to complete an Initial public
offering of TWC Inc. common stock dusing 2003. It is anticipated that the first $2.1 billion of net proceeds
raised in any such offering would be used to repay TWC Inc.s debt incurred to fund the $2.1 billion cash
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payment to Comeast. Thereafter, Comecasi will have certain priority registration rights with respect to its stake
in TWC Inc.

Partnership Capital and Allocation of Income

Each partner’s intereést in TWE generally consists of the undistributed priority capital and residual equity
amounts that were initially assigned to that partner, or its predecessor, based on the estimated fair value of the
net assets each contributed to TWE (“Undistributed Contributed Capital), plus, with respect to the priority
capital interests only, any undisiributed priority capital return. The priority capital return consists of net
partnership income atlocated to date in accordance with the provisions of the TWE partnership agreement and
the right to be allocated additional partnership income which, together, provides for the various priority capital
rates of return as specified in the following table. The sum of Undistributed Contributed Capital and the
undistributed priority capital return is referred to herein as “Cumnulative Priority Capital.” Cumulative Priority
Capital is not necessarily indicative of the fair vaiue of the underlying priority capital interests, principally due
to above-market rates of return on certain priority capital interests as compared to securitics of comparable
credit Tisk and maturity, such as the 13.25% rate of return on the Series B Capital interest owned 100% by the
General Partners. Furthermore, the ultimate reafization of Cwnulative Priority Capital conld be affected by
the fair value of TWE, which is subject to fluctuation.

A summary of the priority of Undistributed Contributed Capital, the General Partner’s ownership of
Undistributed Contributed Capital and Cumulative Priority Capital at December 31, 2002 and priority capital
rales of return thereon is as set forth below:

Priority

Undistributed Cumulative Capital - % Owned

Contributed Priority Rates of by General
Priority of Undistributed Contributed Capitai Capitat™ Capital Return™ Partners

) (biltions)

Series A Capital ..., '$5.6 $22.0 13.00% 72.36%
Series B Capital ...........oiivnerronnnns 2.9 11.4 13.25%  100.00%
Residual Capital .........oovieoe ... 3.3 3.3 — 72.36%

=) Excludes partnership income or loss allocated thereto.

™ Tg the extent income alfecations are concurreatly distributed, the priority capital rates of seturn on the Serfes A Capital and Series B Capital atc
11.00% and 11.25%, respectively. The Undistnbuted Contnbuted Capital relating to the Series B Capital has priority over the priority returns on the
Series A Capital.

L2 The Undistributed Contributed Capital relating to the Residual Capital has priority over the priotity retumns on the Series B Capital and the Seties A

Capital.

Residual Crpital is not entitled to stated priority rates of return and, as such, its Cumulative Priority Capital is equal o jts Undistributed Contributed

Capital. However, in the case of certain events such as the liquidation of dissolution of TWE, Residual Capital is entitled to any excess of the then fair

value of the net assets of TWE over the aggregate amount of Cumulative Pricrity Capital and special iax allocaiions.

td)

The Undistributed Contributed Capital is generally based on the fair value of the net assets that cach
partrer initially contributed to the partnership. For purposes of allocating partnership income or loss to the
partners, partnership income or loss is based on the fair vatue of the net assets contributed to the partnership
and results in significantly less partnership income, or results in partnership losses, in contrast to the net
income reported by TWE for financial statement purposes, which is also based on the historical cost of
contributed net assets.

Under the TWE partnership agreement, partnership income, to the extent earned, is first allocated to the
partniers’ capnal accounts so that the economic burden of the income tax consequences of partnership
operations is borne as though the parinership were taxed as a corporation (“special tax allocations™). After
any special tax allocations, partnership income is allocated to the Series A Capital and Series B Capital, in
order of priority, at rates of 13.00% and 13.25% per annum, respectively, and finally to the Residual Capital.
Parinership losses gencrally are allocated first to eliminate prior allocations of partnership income te, and then
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to reduce the Undistributed Contributed Capital of, the Residual Capital, Series B Capital and Series A
Capital, in that order, and then to reduce any spectal tax allocations. To the extent partnership income is
snsufficient to satisfy all special allocations in a particular accouriting period, the right to receive additional
partnership income necessary 10 provide for the various priority capital rates of return is carried forward until
satisfied out of future partnership income, including any partnership income that may result from any
tiquidation, sate or dissolution of TWE.

TWE reported a net foss of $21.219 billion and $1.032 billion for the years ended December 3 1,-2002 and
2001, respectively, and net income of $229 million for the year ended December 31, 2000. In 2002, this loss
included a $21.763 billion non-cash charge related to the cumulative effect of an accounting change and a
$2.355 billion impairment charge for goodwill, each of which was allocated from AOL Time Wamer. In
addition, in 2002 there was a $1.182 billion gain attributed to the minority partners of TWE in connection with
the restructuring of the TWE-Advance/ Newhouse Partnership (“TWE-A/N"). In 2000, this income
included a $524 million non-cash charge related to the cumulative effect of an accounting charge. Because of
the priority rights over allocations of income/loss and distributions of TWE held by the General Partners,
$779 milfion of TWE’s pretax Joss for 2002 was allocated to the General Partners ($427 miltion to WCl and
$352 million to ATC). For 2001, $681 million of TWE’s pretax loss was atlocated to the- General Partners
($404 million to WCI and $277 million to ATC). For 2000, all of TWE’s pretax income before cumulative
effect of accounting change was aflocated to the General Partners ($539 miltion to WCI and $371 million to
ATC).

Capital Distributions

The assets and cash flows of TWE are restricted by the TWE partnership and credit agreements and are
snavailable for use by the partners except through the payment of certain fees, reimbursements, cash
distributions and loans, which are subject to limitations. Under AOL Time Warner's two senior unsecured
Jong-term revolving bank credit agreements, TWE is permitted to incur additional indebtedness 1o make loans,
advances, distributions and other cash payments to AOL Time Warner, subject to its individual compliance
with the leverage ratio covenant contained therein. ‘

At December 31, 2002 and 2001, the General Partners had recorded $8 million and $446 million,
respectively, of stock option refated distributions due from TWE, based on closing prices of AOL Time
Warner common stock of $13.10 and $32.10, respectively. The General Partners are paid when the options are
exercised. The General Partners also receive tax-related distributions from TWE or a current- basis. During
2002, the General Partners received distributions from TWE in the amount of $497 million, consisting of
$473 million of tax-related distributions and $24 million of stock option-related distributions. During 2001, the
General Partners received distributions from TWE in the amount of $317 million, consisting of $53 million of
tax-related distributions and $264 million of stock option-related distributions. During 2000, the General
Partners received diséributions from TWE in the amount of $1.003 billion, consisting of $765 million aof tax-
related distributions and $238 million of stock option-related distributions. Of such aggregate distributions,
WCT received $294 million in 2002, $188 million in 2001 and $594 million in 2000, and ATC received
$203 mitlion in 2002, $129 million in 2001 and $409 million in 2000. In addition to the tax, stock option and
General Partners’ senior priorily capital distributions, TWE may make other capital distributions to its
partners that are also subject to certain limitations contained in the TWE partnership and credit agreements.
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Summarized Financial Information of TWE

Set forth below is summarized financial information of TWE.

Operating Statement Information

Revénues . .............. PP
Operating income (Joss) ... ... i i
Interest expense, Meb. ... .. it urnenoreraairr e
Otherexpense, net ... .oi i aanns
Minority interest income {expense) ......... e

Income {loss) before income taxes, discontinued operations
and cumulative effect of an accounting change............

Income (loss) before discontinued operations and cumulative
effect of an accounting change ............ .

Tncome (loss) before cumulative effect of an accounting
ChaMEE .. e e

Net income (J088) ..o ittt i i e

Cash Flow Information

Cash provided by operations ............ ottt
Investments and acquisitions . ....... ... o il ..
Investmen(s in available-for-sale securities ..................
Capital expenditures {rom continuing operations..............
Investment proceeds . ..., ... .. i
BOITOWINES . o oot ittt ittt e e
Drebt repayments . .o ovver i e
Capital and other distributions from continuing operations ... ..
Increase {decrease) in cash and cquivalents .......... e e

Balance Sheet Information

Cash and equivalents. ... ... i
Total current assets ...... ..., e

Total a888T8 . ... ittt e e e e
Total current liabilities ....... ... o i
Long-termdebt ... ... ...
Minorty IBTerests . ... o s
Partmers’ capital .. ... ...

Years Ended December 31,

2002 2001 2000
{millions)

$ 16425 $14,342  §$13,178
308 (31 1,722
(401) (530}  (612)
(357)  (346)  (228)
(28) 36 82
(478) (871) 964
(635) (998) 807

544 (1,032) 753
(21,219 (1,032) 229

Years Ended December 31,

2082 2001 2000
(mitlions)

$ 4012 $2,585 %2576
297y (913) © (421)
- (18) _
(1,689)  (1,604)  (1,512)
85 35 209
3,524 3,226 2,850
(4,113)  (2541)  (2,399)
(527) (359)  (1,048)
762 (56)  (211)

Decémber 31,

2002 2001

{miilions}

.......... $ 1,012 § 230
.......... 6,103 4,908
.......... 54,355 85,058
.......... 6,857 6,305
.......... 6,947 8,049
.......... 888 2,191
.......... 37117 65,405
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6. TIME WARNER TELECOM PUBLIC OFFERINGS

Time Warner Telecom, a provider of local and regional optical broadband networks and services to
business customers, was formed in July 1998 when Time Warner, TWE and TWE-A/N completed a
reorganization of their business telephony operations. As part of that reorganization, TWE's and TWE-A/N’s
interests in Time Wamer Telecom were distributed to their partners, Time Warner (including the General
Partners), AT&T and the Advance/Newhouse Partnership (“Advance/Newhouse”), a partner in TWE-A/
N. -

In May 1999; Time Warner Telecom completed an initial public offering of 20% of its common stock
{the “Time Warmner Telecom 1PO”). Time Warner Telecom issued approximately 21 millien shares of
common stock at a price of $14 per share and raised net proceeds of approximately $270 milkion, of which
$180 mitlion was paid to Time Warner and TWE in satisfaction of certain obligations. In turn, Time Warner
and TWE used those proceeds principally to reduce bank debt. In connection with the Time Wamner Telecom
PO and certain related transactions, WCI's ownership interest in Time Warner Telecom was diluted from
approximately 28% to approximately 22% and ATC’s ownership interest in Time Warner Telecom was diluted
from approximately 19% to approximately 15%.

In January 2001, Time Wamer Telecom completed a public offering of an additional 7.475 million shares
of its common stock at a price of $74.44, raising proceeds of approximately $556 million. As a result, WCI's
ownership in Time Warner Telecom was diluted from approximately 22% to approximately 20% and ATC’s
ownership in Time Warner Telecom was difuted from approximately 15% to approximately 14%.

During 2002 and 2001, WCI recorded impairment charges of approximately $356 million and $542 mil-
lion, respectively, while ATC recorded impairment charges of approximately $244 million and $372 miltion,
respectively. -

As of December 2i, 2002, Time Warner Telecom is owned 44% by AOL Time Warner, including 20% by
WCI and 14% by ATC, The General Partners’ interests in Time Warner Telecom are being accounted for
under the equity method of accounting.

7. OTHER INVESTMENTS

WCP's other investments consist of:
December 31,

202 2000

{millions}
Equity method NVESHTIEILS . ... oiveeeaear e ereees e $4,199  $5,972
Cost and fair-value method Investments ™ Lt 154 112

e SN R ... $4353 36,084

@) Phe fair value of the General Partners cost-method and fair-value investments were approximately $154 million at December 31,

2002 and $112 million at December 31, 2001

Investment Gains

Prior to June 2002, the Columbia House Company Partnerships (“Columbia House™) was a 50-50 joint
venture between AOL Time Warner and Sony Corporation of America (“Sony”). In June 2002, AQL Time
Warner and Sony each sold 85% of their respective 50% interest in Columbia House to Blackstone Capital
Partners 111 LP (“Blackstone’"), an affiliate of The Blackstone Group, a private investment bank. The sale has
resulted in WCI recognizing a pretax gain of approximately $97 million, which is included in other income

(expense), net, in the accompanying consolidated statement of operations. In addition, the WCT has deferred
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an approximate $5 million gain on the sale. The deferred gain primarily relates to the estimated fair value of
the portion of the proceeds received as a note receivable, which will be deferred until such time as the
realization of such note becomes more fully assured. As part of the transaction, AOL Time Warmer, including,
WCI, will continue to lcense music and video product to Columbia House for a five-year period.

Investment Write-Downs

The United States economy has experienced a broad decline in the public equity markets, particularly in
technology stocks, including investments held in WCE's and ATC’s portfolios. Similarly, the General Partners
have experienced significant declines in the value of certain privately held investments and investments
accounted for using the equity method of accounting. As a result, the General Partners recorded non-cash
pretax charges to reduce the carrying value of certain investments that experienced other-than-temporary
declines. These charges were approximately $446 million for WCI and $244 million for ATC in 2002,
$676 million for WCI and $372 million for ATC in 2001, and $115 million_for WCT and $0 for ATC in 2000,
and are included in other income (expense), net in the accompanying consolidated statements of operations.
The portion of the above charges relating to publicly traded securities was $433 million.in 2002, $5%9 million
in 2001 and $0 in 2000 for WCI and $244 million in 2002, $372 million in 2001 and $0 in 2000 for ATC. The
significant components of these charges are discussed in detail below. '

Columbia House Investment Write-Down

In March 2000, the proposed merger between CDNOW, Inc. and Columbia House was terminated. In
connection with thé termination of the merger, the risk associated with the timely execution of certain
strategic alternatives for Columbia Floiise’s operations and the transformation of Columbia House’s traditional
business model to an online one increased. As a result, AQOL Time Wamner’s management concluded that the
decline in Columbia House’s business was likely {o continue through the near term. As such, WCI recorded a
$115 million non-cash pretax charge in the first quarter of 2000 to reduce the carrying value of its investment
in Columbia House to an estimate of its fair value, Additionally, in the fourth quarter of 2001, AOL Time
Warner's management concluded that a further decline in Columbia House’s business was other-than-
temporary and as such, WCI recorded a $65 million non-cash pretax charge.

Time Warner Telecom Write-Down

As discussed in Note 6, WCI has an approximate 20% interest and ATC has an approximate 14% interest
in Time Warner Telecom. The value of both WCIP’s and ATC's investment was adjusted upward in the
Merger by approximately $992 million and $682 million, respectively, to their estimated fair values. Since that
time, Time Warner Telecom’s share price declined significantly and at December 31, 2001, the decline had
met the 20% criteria. The General Partners also reviewed qualitative factors in accordance with its investment
policy and determined that the decline in value was not temporary; thercfore impairment charges of
$542 million for WCT and $372 million for ATC were recognized in the fourth quarter of 2001 based upon the
closing value of Time Warner Telecom common stock as of December 31, 2001.

During 2002, the fair value of the General Partners’ investment in Time Warner Telecom continued to
decline, resulting in additional impairment charges for WCI and ATC of $255 and $175 million in the first
quarter, respectively, $90 million and $62 millien in the second guarter, respectively, and $11 million and
$7 million in the third quarter, respectively, io reduce the carrying value of the investment to fair value, which
was determined by the quarter ending values of Time Warner Telccom common stock. As of December 31,
2002, the carrying value of the General Partners' investment in Time Warner Telecom had been reduced to 30
as a result of the impainment charges and the General Partners” share of Time Warner Telecom’s tosses
pursuant to the equity method of accounting. The General Partners do not have any funding commitments
related to Time Wamer Telecom.
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Equity Method Invesiments

In addition to TWE and its equity investees, investents accounted for using the equity method and the
voting ownership percentage held by WCI at December 31, 2002 include: Time Wamner Telecom (approxi-
mately 20% and 14% owned by WCI and ATC, respectively; 44% owned by AQOL Time Warner), and other
music joint ventures {between 30% and 50% owned). A summary of combined financial information as
reported by the equity investees of WCI is set forth below: ’

Years Ended December 31,

2002 2001 2000
{millions)

Operating Results:
REVETIIES & o v s oot ot e e e e e e e s e a e e e $ 859  $1,934  $1,851
Operating 1085 . ..ottt vttt e e (265) (115) (216}
el 088 « oot e (385) {273) {380)
Balance Sheet:
CITent ASS0HE - .ttt ce e U 688 871 © 674
Tolal BSSEIS . ..o\ U 2278 3029 2,006
Current HabIRUES . . ..o\ttt s s e ae e n a09 2,027 L1300 .
Total Babilies . .ottt e 1,618 3,453 2,799

Total shareholders’ equity (deficit) or partners’ capital .......... 660 {424) (793)

The above 1able represents the combined financial information of entities in which WCI has a significant
investment accounted for using the equity method of accounting. These amounts are not the amounts reflected
on WCI's accompanying consolidated financial statements. Consistent with the General Pariners’ acconnting
policy for investments accounted for using the equity method of accounting, as described in Note 1, WCI has
included $4.199 billion and ATC has included $1.199 billion in “Other invesiments” onl the.accompanying
consolidated balance sheets, representing the General Partners’ investments in and amounts due to and from
the equily investees. Similarly, WCI has recorded $144 million of expense and ATC has recorded $7 million
of expense, in other income (expense), net, in the acconipanying consclidated statements of operations,
representing the General Partners’ share in the pretax income (loss) of these investees.

As discussed in Note 1, under the purchase method of accounting, the cost to acquire Time Warner was
allocated to its undeslying net assets, including the General Partners’ investments accounted for using the
equity method of accounting, based on their estimated fair values. As a result, WCI's investments accounted
for using the equity method of accounting were adjusted upward by approximately $4.9 billion, including
$992 million relating to its investment in Time Warner Telecom and ATC’s invesiments were adjusted

upwards by approximately $3.2 billion, including $682 million related to its investinent in Time Wamer
Telecom.

Ownership in Parent Company

WCI and ATC own 28.9 thousand and 14.8 thousand shares, respectively, of TW Companies common
stock. Such investments are accounted for at historical cost, less the portion (collectively estimated at 85%)
attributable to TW Companies’ ownership of the Generat Partners, which is deducted from sharcholders’
equily under the caption “Reciprocal interest in TW Companies stock.” The TW Companies comnmon stock
owned by the General Partners may only be sold pursuant to an effective regisiration statement or in a
transaction exempt from the registration requirements of the Securities Act of 1933. In addition to TW
Companies common stock, ATC also owns certain TW Companies debt sccuritics, Such debt securilies,
which were not significant at either December 31, 2002 or December 31, 2001, are heid by ATC for the
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purpose of satisfying its obligations under its stock options and restricted stock awards subsequent to the
acquisition of the ATC minority interest.

8. BORROWING ARRANGEMENTS WITH TW COMPANIES

WCI and ATC each has a revolving credit agreement with TW Companies, which provides for
borrowings from TW Companies of up to $1 billion. Each credit agreement expires on December 31, 2008.
Interest on any borrowings under each credit agreement is payable quarterly at the prime rate. Each of WCl’s
and ATC’s obligation to TW Companies under the credit agreement is subordinate to the General Partner
Guarantees. At December 31, 2002 and 2001, there were no borrowings outstanding under these credit
agreements.

9. GENERAL PARTNER GUARANTEES

Each General Partner has guaranteed a pro rata portion of approximately $3.3 billion of TWE’s debt and
accrued interest at December 31, 2002, based on the relative fair value of the net assets each General Partner
{or its predecessor} contributed to TWE. Such indebtedness is recourse to each General Partner only to the
extent of its guarantee. The indenture pursuant to which TWE's notes and debentures have been issued (the
“Indenture™) requires the consent of a majorily of such holders to effect a termination; however, the
Indenture permits the General Partners to engage in mergers and consolidations. There are no restrictions on
the ability of the General Partner guarantors to transfer assets, other than TWE assets, to parties that are not
guarantors.

The portion of TWE debt and accrued interest at December 31, 2002 that was guaranteed by cach
General Partner, individually and on a consolidated basis for each General Partner and its subsidiaries, is set
forth below: :

Total Guaranteed by
Each General Partner

General Partner % Amount
) {dollars in millions)
s 3 SR 59.27 $1,950
N P 40.73 1,340

Total o e 100.00 $3,250

10. INCOME TAXES

Domestic and foreign pretax income (loss) are as follows:
Years Ended December 31,

2002 2001 200
Wl ATC Wl ATC WCl  ATC
(millions)
Domestic ................... $62,322)  $(643) $(2,830) $(1,278) $322 $341
Foreign......... ... ..., 203 53 197 33 214 65
Total o oot $(2,119) $(590) $(2,633) $(1,245) 3536  $406
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Income taxes {benefits) are as set forth below:
Years Ended December 31,

2002 2001 2000
WCI ATC WCL ATC w(a ATC
(millions)
Federal
CUITent oo e $ (47) $127 $(264) $ (95) § 58 0§ 93
Deferred .. .oviiiiieiieaes e (153} (78)  (184)  (118)
State and Local
CUITENE « v e e e e e et e e 12 40 44y  (16) 73 41
DEfErred « v s et e 40y (20) - (43)  (30)
Foreign
Current® ..., S 159 55 103 43 165 56
DICFETTED v v vt et e e e e eannaae e (1) (4 8 4 (&) _ 4
TOtAL “r ot e e e e e $ (80) $120 $(374) $(212) §290 § 186

&} Inciudes foreign withhalding taxes set forth below.

Foreign withholding taxes included in the foreign tax provision are as follows:

wa o ATC

{miltions}
D002 o o e e s $71  $32
2001 ........ e 63 28
2000 & ot F U 77 32

No U.S. income or foreign withholding taxes have been recorded by WCI on the permanently reinvested
eamings of foreign subsidiaries aggregating approximately $822 million at December 31, 2002, If such
earnings were to be repatriated, it is expected that any additional U.S. income tax would be offset by the
utilization of the accompanying foreign tax credits.

The differences between the income tax (tax benefit) expected for WCT at the U.S. federal statutory
income tax rate and the total income taxes provided are as foltows:
Years Ended December 31,
2002 2001 2000

(millions}
Taxes on income at U.S. federal statutory rate ... ..ot $(723) $(922) §$188
Nondeductible BXpERSES ... .vuvri e 669 529 g0
Foreign income taxed at different rates, net of U.S. foreign tax credits (18 10 (7
State and local 1aXeS, DEL .. i e (18} {29} 48
10 131 P UM S 10 38 9
71 B $ (80) $(3714) $290

The relationship between income taxes and income before income taxes for the other General Partner is
principally affected by the charge for the impairment of goodwill and certain other financial statement
expenses that are not deductible for income tax purposes.

As a result of the application of the purchase method of accounting in 2001, certain intangible assets and

investments accounted for under the equity method of accounting were significantly adjusted upward to their
fair value. Since the tax basis of these asseis remained unchanged as a result of the Merger, the General
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Partners recognized significant amounts of deferred tax liabilities, which relate 1o recorded music intangibles
and equity investments in 2002 and 2001, respectively.

11. STOCK OPTION PLANS

AOL Time Warner has various stock option plans under which AOL Time Warner may grant options to
purchase AOL Time Warner common stock to employees of AOL Time Warner and WCI. Such options have
been granted to employees of WCT with exercise prices equal to, or in excess of, fair market value at the date
of grant. Accordingly, in accordance with APB 25 and related interpretations, compensation cost generally hag
not been recognized by AOL Time Warner, nor charged to WCI, related to such stock option plans.
Generally, the options become exercisable over a three-year vesting period and expire ten years from the date
of grant. Had compensation cost for AQL Time Warner's stock option plans been determined based on the
fair value methed set forth under FAS 123, WCI’s net income (loss) would have been changed to the pro
forma amounts indicated below:

Years Ended December 31,

2062 2001 2000
{millions)
Net income (loss), as reported ............................ $(21,001) $(2,239) §$ 44
Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards net
of related tax effects ... .. ... L (90) (33) (4D
Pro forma net income (loss) ... ... $(21,091) $(2,292) § 3

For purposes of applying FAS 123, the fair value of each option grant is estimated on the date of grant
using the Black-Scholes option-pricing model with the following weighted-average assumptions (which, for
2000, reflect the impact of the announced Merger) used for grants to WC1 employees in 2002, 2001 and 2000:
dividend yields of 0% for all periods; expected volatility of 52.9%, 59.3% and 46.3%, respectively; misk-free
interest rates of 4.12%, 4.88% and 6.34%, respectively; and expected term to exercise of .47 years after vesting
for 2002 and 1.0 years after vesting for 2001 and 2000.

The weighted average fair value of-an option granted to WCI employees was $9.40 ($5.64, net of taxes),
$25.89 ($15.53, net of taxes) and $27.50 ($16.50, net of taxes) for the years ended December 31, 2002, 2001
and 2000, respectively.
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A summary of stock option activity with respect to employees of WCI is as follows:

Weighted-

Average

Thousands Exercise
of Shares _ Price

Balance at December 31, 1999, ... i 23,532 $17.19

2000 Activity:
T E T 2,847 56.22
EXErCISEd + o v e v ae e e {5,017} 978
Cancelled/Transfers™ ... .. .ooviiiiiieainns e 156 21.67
Balance at December 31,2000, . ......ocoinivnes L e 21,518 $24.77
2001 Activity: ’
Grantedt e 10,258 46.86
S L (1,135) 13.84
Cancelled/Transferst™ .. oo ot eer e (3,874) 36.80
Balance at December 31, 2000, ........... .. e 26,767 $36.20
2002 Activity:

T O 7490  $24.58
Bxercised . oove i i e (1,341) 10,23
Cancelled/Transfers®™ .. ... ... S U T (1,492) 40.29
"Balance at December 31, 2002.. . ... oooinens s 31,424 $34.35

(a}

Includes afl options cancelled and forfeited during the year, as well 25 options related to employees who have been transferred out of and inte WCI 10
and from other AQL Time Wamner divisions.

In 2001, a special Founder's Grant was issued to most individuals who were employces of AOL Time Wamer during the year the Merger was
consummated, only a portion of which is expected to be recusring in the future. :

December 31, ot
2002 2001 2000
(thousands)

EXercisable. .o vvvre ci i e e 17,023 15467 19,427
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The following table summarizes information about stock options outstanding with respect to employees of
WCT at December 31, 2002:

Options Ouistanding Options Exercisable
Number Weighted-Average Number Weighted-

Qutstanding Remaining Weighted-Average Exercisable Average Exercise
Range of Exercise Prices as of 12/31/02 Contractual Life Fxercise Price as of 12/31/02 Price

(thousands) {thousands}
Under §10......... 0‘ N/A N!A 0 ~ N/A
$10.060 to $15.00..... 5,19_9 379 $1_2.62 4,194 $12.53
$15.01 to $20.00. ... 1,764 5.08 $16.55 1,561 $16.35
$20.01 te $30.00.... 7,955 .15 $25.89 1,982 $23.65
$30.01 to $45.00.. .. 4,207 7.28 £37.96 2,869 $38.38
$45.01 to $50.00.. .. 9,394 7.67 _ $48.46 4,415 $47.89
$50.01 to $60.00.. .. 2,889 7.59 $56.27 1,991 $56.62
$60.01 to §$90.00.... 16 7.25 $64.00 RS $64.00
Total ............. 31,424 6.95 years $34.35 17,023 $32.89

In connection with Time Warner’s agreement to merge with America Online entered into in January
2000, all Time Warner stock options held by WCI employees at that time became fully vested and exercisable,
pursuant to the terms of Time Warner's stock option plans, In addition, on January 11, 2001, the date the
Merger was consummated, each outstanding equity security of Time Warner was converied into 1.5 units of
an equivalent equity security of AOL Time Warner, See Note 1 for a summary of the termns of the Merger.

12. BENEFIT PLANS

WCT and its subsidiaries participate in defined benefit pension plans covering substantially all domestic
employees. Pension benefits under those plans are based on forrmulas that reflect the employees’ years of
service and compensation levels during their employment period. For the years ended December 31, 2002,
2001 and 2000, WCI made no contributions and recognized expense of $16 million, 37 million and $2 million,
respectively, related to these plans.

Effective Japuary I, 2000, substantially ali of the WCI-sponsored defined benefit pension plans were
merged into the defined benefit pension plan sponsored by Time Warner (currently sponsored by AOL Time
Warmner). The remaining WCl-sponsored plan relating to its domestic operations is not material to the
consolidated financial statements of WCL,

After the Merger, participation in the defined benefit pension plan covering domestic employees was
limited to employees who previously participated in these plans. Effective January I, 2003, however, the
defined benefit plan was reopened to all eligible employees. In addition to its domestic employees, employees
of WCI's operations in foreign countries participate to varying degrees in local pension plans, which in the
aggregate are not significant.

Certain domestic employees of WCI also participate in certain defined contribution plans of AOL Time
Warner, including savings plans and profit sharing plans, as to which the expense amounted to $6 million in
2002, $5 million in 2001 and $16 million in 2000. Contributions to the savings plans are based upon a
percentage of the employees’ clected contributions.

13. DERIVATIVE FINAMCIAL INSTRUMENTS

WCT uses derivative financial instruments principally to manage the risk that changes in exchange rates
will affect the amount of unremitted or future royalties and license fees to be received from the sale of 1J.S.
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copyrighted products abroad. The following is a summary of WCT's foreign currency risk management
stratepy and the effect of this strategy on WCI's consolidated financial statements.

Foreign Currency Risk Management

Foreign exclrange contracts are used primarily by AOL Time Warner to hedge the risk that unremitted or
future royalties and license fees owed to WCI domestic companies for the salc or anticipated sale of
U.S. copyrighted products abroad may be adversely affected by changes in foreign currency exchange rates.
As part of its averall strategy to manage the level of exposure to the risk of foreign currency exchange rate
fluctuations, primarily exposure to changes in the value of the British pound, Japanese yen and European
curresicy, AOL Time Warner hedges a portion of its TWE’s and WCI’s combined foreign currency cxposures
anticipated over the ensuing fifteen-month period (the “hedging period”}. The hedging period for royalties
and license fees covers revenues expected to be recognized over the ensuing twelve-month period, however,
there is often a lag between the time that revenue is recognized and the transfer of foreign-denominated
revenues back inte U.S. dollars. Therefore, the hedging period covers a fifteen-month period. To hedge this
exposure; AOL Time Warner uses foreign exchange contracts that generally have maturities of three months
to fifteen months to provide contimuing coverage throughout the hedging period. AOL Time Warner
reimburses or is reimbursed by WCI for contract gains and losses related to WCD's foreign currency exposure.
At December 31, 2002, AOL Time Warner had effectively hedged approximately 75% of WCI’s estimated net
foreign currency exposures that principally relate to anticipated cash flows for royalties and license fees to be
remitted to the U.S. over the ensuing hedging period.

WCI records these foreign exchange contracts at fair value in its consolidated balance sheet and the
related gains or losses on these contracts are deferred in shareholders’ equity (as a component of
comprehensive income). These deferred gains and losses are recognized in income in the period in which the
related royalties and license fees being hedged are received and recognized in income. However, to the extent
that any of these contracts are not considered to be perfectly effective in offsetiing the change in the value of
the royalties and license fees being hedged, any changes in fair value relating to the ineffective portion of these
contracts are immediately recognized in income. Gains and losses on foreign exchangg contracts generally are
included as a component of other intome (expense), net, in WCT’s consolidated statement of operations.

Al December 31, 2002, AOL Time Warner had contracts for the sale of $1.588 billion and the purchase
of $1.341 biltion of foreign currencies at fixed rates. Of AOL Time Warner's $247 million net sale contract
position, $613 million of foreign exchange sale contracts and $430 million of foreign exchange purchase
cantracts related to WCI's foreign currency exposure, including net contracts for the sale of $90 million of
Japanese yen and $252 million of European currency, and net contracts for the purchase of $153 milion of the
British pound. In 2001, WCI had contracts for the sale of $448 million and purchase of $400 million of foreign
currencies, including net contracts for the sale of $146 miltion of Japanese yen, and nei contracts for the
purchase of $28 million of European cursency and $62 million of the British pound. WCI had deferred
approximately $2 million of net losses on foreign exchange contracts at Pecember 31, 2002, which is all
expected to be recognized in income over the next twelve months. For the years ended December 31, 2002,
2001 and 2000, WCI recognized $5 million in losses, $19 million in losses and $7 million in losses,
respectively, on foreign exchange contracts, which were or are expected to be largely offset by corresponding
decreases and increases, respectively, in the dollar value of foreign currency royalty payments that have been
or are anticipated to be received in cash from the sale of U.S. copyrighted products abroad. During 2002 and
2001, WCI did not recognize any gains or losses as the result of the discontinuance of cash flow hedges
because it was probabie that the original forecasted transaction would not occur within the specified time
period.
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i4. GEOGRAPHICAL INFORMATION

Information as to WCI's operations in different geographical areas is as follows:
Years Ended December 31,
20602 2001 2080
{milliens)
Revenues™
United States. . ... o $2,429  $2,191  $2,341
United Kingdom ......... o 284 306 294
GEITANY o\ttt i it et e e e e e e 340 296 326
Japan e e, 216 257 295
France ... ... . e e 156 136 139
Other international .. ......... e e e 780 850 873
Total . e $4,205  $4,036  $4,268

) Revenues are attributable to countries based on location of customer.

R Revenues reflect the provisions of EFEF 01-09 and EITF ¢1-14 that were adopted by WCI in 2002, which require retroactive restatement of 2001 and

2000 results 1o reflect the new accounting provisions. As a resvlt, the net impact of EITF 01-09 and EITF 01-[4 was 1o increase revenues and costs by

equal amounis of $107 million for 2001 and (b} 1educe revenues and costs by an equal amount of $120 million in 2000.

Because a substantial pertion of WCD's international revenues is derived from the sale of U.S.
copyrighted products abroad, assets located outside the United States are noi material.

15. COMMITMENTS AND CONTINGENCIES
Commnitments

WCT’s total rent expense amounted to $60 million in 2002, $55 miltion in 2001 and $59 million in 2000
The minimum net rental commitments of WCI under noncancellable long-term operating leases are: 2003 —
$55 million; 2004 — $56 million; 2005 — $59 million; 2006 — $60 miltion; 2007 — $62 million and after
2007 — $58 million.

Bach General Partner is jointly and severally liable for all labilities, commitments and contingencies of
TWE and the Time Warner Service Partnerships, except for approximately $3.3 billion of TWE’s indebted-

ness and accrued interest, which is recourse to each General Partner only to the extent of its guarantee
{Note 9).
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The following table summarizes separately WCI's material firm commitments at December 31, 2002 and
the timing and effect that such obligations are expected to have on WCDs liquidity and cash flow in future
periods. It should be noted that there are 2 number of firm commitments made by WCl in the normal course
of business, the following table represents the more significant of those firm commitments. WCl expects 1o
‘fund these commitments with operating cash flow generated in the normal course of business.

20067 and
Nature of Firm Commitments 2003 20684-2006 thereafier  Total
) . {millions}
Talent contracts™ . ... ...... DO $109  $329 $109  §547
Net operating leases ... .o e e o 55 175 120 350
Letters of credit and other firm commitments ...............o0v. 10 11 - 21
Total AT COMMIINEILS + v\ v v e ee v imm e sa e $174 $515 $229 $918
@ Amount consists primarily of artist advances. Due to the urpredictable timing of these payments, estimates were made regarding which peried the

advances would be made in.

Contingencies

WC1 is subject to various class action lawsuits as well as actions that have heen brought by various state
attorneys general alteging collusive and other illegal pricing practices by the major record companies in their
capacity as distributors of compact discs. Although WCI cannot predict the ultimate outcomes, WCI does
not expect thit the ultimate outcomes of these cases will have a material adverse impact on WCT's financial
statements or results of operations.

In addition, on April 8, 2002, three former employees of certain subsidiaries of the Company filed Henry
Spann et al. v. AOL Time Warner Inc. et al., a purported class action, in the U.S. District Court for the
Central Disirict of California. Plainiiffs named as defendants AOL Time Wamer, TWE, WEA Corp., WEA
Manufacturing Inc., Warner Bros. Records, Atlantic Recording Corporation, various pension plans sponsored
by the companics and the administrative committees of those plans. Plaintiffs allege that defendants
iniscalculated the proper amount of pension benefits owed to them and other class members as required under
the plans in violation of ERISA. The lawsuit has been transferred to the U.S. District Court for the Soutliern
District of New York, Due to the preliminary status of this matter, the Company is unable to predict the
outcome of this suit.

TWE is subject to cerfain litigation relating to Six Flags. On June 24, 1997, plaintiffs in Six Flags Over
Georgia LLC et al. v. Time Warner Entertainment Company, L.P. et al, filed an amended complaint in the
Superior Court of Gwinnett County, Georgia, claiming that, inter alia, defendants, which include TWE,
violated their fiduciary duties in operating the Six Flags Over Georgia theme park. On December 18, 1998,
following a trial, a jury retumed a verdict in favor of plaintiffs. The total awarded to plaintiffs was
approximately $454 million in compensatory and punitive damages. The case was appealed to the Georgia
Court of Appeals, which affirmed the trial court’s judgment, and denied reconsideration. The Supreme Court
of Georgia denied certiorari on January 18, 2001. On February 28, 2001, the compensatory damages portion of
{he award plus accrued interest was paid to plaintiffs. On March 1, 2001, the United States Supreme Court
granted a stay as to payment of the punitive damages part of the jury’s original award, pending the resolution
of a petition for certiorari to be filed by TWE, which was filed on June 15, 2001 On Qctober 1, 2001, the
United States Supreme Court granted certiorari, vacated the opinion of the Georgla Court of Appeals and
remanded the case for further consideration as to punitive damages. On March 29, 2002, the Georgia Court of
Appeals affirmed and reinstated its earlier decision regarding the punitive damage award. On April 18, 2002,
TWE filed a petition for certiorari to the Georgia Supreme Court seeking review of the decision of the Georgia
Court of Appeals, which was denicd on September 16, 2002. The Georgia Supreme Court subsequently
denied TWE’s motion for reconsideration of its September 16th ruling. Plaintifls have agreed not to pursue
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payment of the punitive damages award and accrued interest until the resolution of TWE's petition for writ of
certiorari to the United States Supreme Court, which TWE filed on December 23, 2002. The petition is
pending. : '

The costs and other effects of pending or future litigation, govcmméntal investigations, legal and
administrative cases and proceedings {whether civil or criminal), settlements, judgments and investigations,
claims and changes in those matters (including those matters described above), and developments or
assertions by or against WCI relating to intellectual property rights and intellectual property licenses, could
have a material adverse effect on WCV's business, financiai condition and operating results.

16. RELATED PARTY TRANSACTIONS

In the normal course of conducting their businesses, the General Partners have had various fransactions
with AOL Time Wamer, TW Companies and TWE units, generally on terms resulting from a negotiation
between the affected units that in management’s vicw results in reasonable allocations. Employees of W(C1
participate in various AOY Time Warner medical, steck option and other benefit plans for which WCI is
charged its allocable share of plan expenses, including administrative costs. ATC does not have a significant
number of employees. AOL Time Warner's corporale group provides various other services to WCI. The
consolidated financial statements of the General Partners include transactions with AOL Time Warner
relating to domestic income taxes or tax benefits (Note 10). The Music division of WCI provides home
videocassette distribution services to certain TWE operations.

TW Companies had a credif agreement with TWE allowing it to borrow up to $400 million from TWE
through September 15, 2000.

WCI carned interest income at a rate of 6.7% from TW Companies on a $610 million note receivable,
which was received in December 1997 in exchange for- WCI’s common stock of Hasbro. During 2000, WCT's
note receivable from TW Companies, including accrued interesi, was settied through a WCI non-cash
dividend in the amount of $695 million. In addition, WCI has had transactions with the Columbia House
Company partnership and other music joint ventures and with equity investees of AOL Time Warner,
generally with respect to sales of product in the ordinary course of business.

17. OTHER FINANCING ARRANGEMENTS

From time to time, WCI, through AOL Time Warner, enters into various other financing arrangements
with special purpose entities (“SPEs”). These arrangements inctude facilities which provide for the
accelerated receipt of cash on certain accounts receivables. WCI employs these arrangements because they
provide a cost-efficient form of financing, including certain tax benefits, as well as an added level of
diversification of funding sources, WCI is able to realize cost efficiencies under these arrangements since the
assets securing the financing are held by a legally separate, bankruptcy-remote SPE and provide direct
security for the funding being provided. The assets and financing associated with these arrangements, which
are discussed in more detail in the following paragraphs, generally qualify for off-balance sheet treatment.

Aecounts Receivable Securitizarion Facility

WCI participates in one of AOL Time Warner’s accounts receivable securitization facilities, which
provides for the accelerated receipt of approximately $450 million of cash, in the aggregate, on available
accounts receivables, all of which was utilized as of December 31, 2002, In connection with this securitization
facility, WCT sells, on a revolving and nonrecourse basis, certain of its accounts receivables (“Pooled
Receivables”) to a qualifying SPE, which in turn sells a percentage ownership interest in the Pooled
Receivables to third-party commercial paper conduits spensored by financial institutions. These securitization
transactions are accounted for as a sale in accordance FAS 140, because WCI relinquished control of the
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receivables. Accordingly, accounts recetvable sold under these facilities are excluded from receivables in the

accompanying consolidated balance sheet.

As proceeds for the accounts receivable sold to the qualifying SPE, AQL Time Warner and WCI receive

cash, for which there is no obligation to repay, and an interest-bearing note receivable, which is included in
receivables on the accompanying consolidated balance sheet. In addition, AOL Time Warner and WCI
service the Pooled Receivables on behalf of the qualifying SPE. Income received by AOL Time Warner and
WCT in exchange for this service is equal to the prevailing market rate for such services and has not been
material in any period. The notes receivable, which have been adjusted to reflect the portion that is not
expected (o be collectible, boar an interest rate that varies with the prevailing market interest rates. For this
reason and because the accounts receivables underlying the retained ownesship interest that are sold to the
qualifying SPE are generally short term in nature, the fair value of the notes receivable approximated their
carrying value at both December 31, 1002 and December 31, 2001, However, noles receivable may become
uncollectible to the cxtent the qualifying SPE has credit losses and operating expenses. The notes receivable
related 1o the sale of Pooled Receivables to a qualifying SPE reflected on WCT's corsolidated balance sheet
were $146 million at December 31, 2002 and $296 million at December 31, 2001,

In January 2003, the FASB issued FIN 46, which requires variable interest entities {(commonly referred
to as SPEs) to be consolidated by the primary beneficiary of the entity if certain criteria are met. FIN 46 is
effective immediately for all new variable interest entities created or acquired after January 31, 2003. For
variable interest entities created or acquired prior to February 1, 2003, the provisions of FIN 46 become
effective for the General Pariners’ during the third quarter of 2003, Although the General Partners have not
completed their review, the General Partners anticipate that the adoption of FIN 46 will not have a significant

impact on their congolidated financial statements.

Cash Flows

Additional financial information with respect to cash payments and receipts is as follows:
Years Ended December 31,

2002 2001 2000
WwWCi ATC Wl ATC WCI ATC
{milliens)

Cash payments made for interest, net ....... § 34 $— $ 10§ — s §—
Cash payments (refunds) for income taxes,

171 SV O (189) iy (225 (110 73 122

Tax related distributions received from TWE 280 193 N 22 453 312

Non-cash capital distributions, net.......... 245 168 — — 221 152

Non-cash firancing activities in 2002 include the settlement of a WCI receivable from TW Companies
through a WCI dividend of $360 million. Noncash investing activities in 2002 include the exchange of 20% of
WCT’s interest in Word to Curb Records for noncash consideration of equal value.
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Interest Expense, Net

Interest expense, net, consists of:

Years Ended December 31,

2002 2001 2000

WO ATC  WCI  ATC  WCl | ATC
(rhi}lions)
Inferest inCOme .. ... oo, $7 $&— $ 9 & §$ 8 5
Interest expense .......... A e (66) — (34 () (11 O
Total interest expense, net. . ........o.o.ov.... $(59) $— $(25) ) $03) 3N
Other Income (Expense), Net
Other income {(expense), net, consists of:
Years Ended December 31,

2002 2001 © 2000
W(CI ATC WCI ATC WCI A_T(_:_

(millions) .
Net investment losses™ . ............... $(446) $(244) $ (676) $(372) $(108) $—
Gains (losses) on equity investees .. .. ... 144 7 (418)  (196)  (32) 36
Securitization income (expense) ........ (3) — (zy - 43y —
Other ..o (3) — 18 — ) —
Total other income (expense), net.. ... $(308) $(237) $(1,088) $(568) $(188) $36

{a)

Includes a non-cash pretax charge for WCY and ATC to reduce the carrying value of certain investments for other-than-temporary
declines in value of approximately $446 million and $244 million, respectively, for the year ended December 31, 2002,
approximately $676 mitlion and $372 million, respectively, for the year ended December 31, 2001 and $108 million and 30 for the
year ended December 31, 2000 (Note 7).

Other Current Liabilities

Other current labilities of WCI consist of:

_December 31,
2002 1601,
{millions)

ACCTUEE BXPOTISES . . . .ttt ittt e e $321 %683
Accrued compensation ... ... i i e e e R 128 169
Accrued N TeTaTs s Lol v 4 22 —
Deferred revenues . ... inrinnni s e e 42
Total ........... e e e e . 5894




REPORT OF INDEPENDENT AUDITORS

The Board of Directors of
Warner Communications Inc
American Television and Communications Corporation

We have audited the accompanying consolidated balance sheets of Warner Communications Inc.
(“WCI") and American Television and Communications Corperation (“ATC”), as of December 31, 2002
and 2001, and the related consolidated statements of operations, sharcholders’ equity and cash flows for each
of the three years in the period ended December 31, 2002. Our audits also included the accompanying
financial statement schedule listed in' the index at Item 5 (a). These financial statements and schedule are
the responsibility of management. Our responsibility fs to express an opinion on these financial statements and
schedule based on our audits.

We conducted our audits in accordance with auditing standards gencrally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatcment. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presenfation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, ihe
consolidated financial position of WCI and ATC at December 31, 2002 and 2001, and the consofidated resulis
of their operations and their cash flows for each of the three years in the period ended December 31, 2002, in
conformity with accounting principles generally accepted in the United States. Also, in our opinion, the
related financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set {orth therein.

As discussed in Note 1 to the consolidated financial statements, in 2000 Time Warner Itc, and Time
Warner Entertainment Company, L.P. (“TWE”) each changed their film accounting method, and in 2002
WCI, ATC, AOLTW Inc. and TWE changed their method of accounting for goodwill and intangibles.

ErwnsT & Younc LLP

New York, New York
January 29, 2003
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WCT Selected Historical Financial Information

Selected historical financial information is not presented for ATC because ATC has no independent
business operations, nor does it have significant amounts of debt or other liabilities. The financial position and
results of operations of ATC are principally derived from its investments in TWE, TW Companies, Turner
Broadcasting System, Tnc. and Time Warner Telecom and its revolving credit agreement with TW
Companies.

The selected historical financial information of WCT set forth below has been derived from and should be
read in conjunction with the consolidated financial staternents and other financial information of WCI
presented elsewhere herein, Capitalized terms are as defined and described in such consolidated financial
statements, or elsewhere herein.

The selected historical financial information for 1997 reflects the merger of two former General Partners,
Warner Cable Communications Inc., (“*WCC1”) and Time Wamer Operations Inc. (“TWOI"), into WCI
(the “WCCT Merger” and the “TWOT Merger,” respectively). The WCCT Merger had no effect on the
consolidated financial statements of WCI because WCCI was a corisolidated subsidiary of WCI prior to the
merger and, as such, WCCI's net assets, operating results and cash flows were already included in the
consolidated financial statements of WCI, The TWOI Merger was accounted for as a merger of entities under
common control, similar o the pooling-of-interest method of accounting for business combinations.

Sclected Operating Statement Information
. Years Ended December 31,

2002 2001 2000 ° 7 1999 1998
- {millions)

Revenues'™ ... ... . ... e $ 4205 $ 4,036 $4268 $4,052  $4,236
Operating income (loss)™® ... ......... (1,325) (551) 188 169 185
Equity in pretax income (loss) of TWE® ) {427) (969) 539 1,724 248
Interest income (expense), net ............ (59) (25) (3 73 68
Other income {expense), net'™ ... .. .. . (308)  (1,088)  (188) 80 (22)
Income {loss) before cumulative effect of

accounting change and extraordinary itemn (2,039) (2,259 246 1,207 218
Net income (loss) ...................... (21,001)  (2,259) 44 1,207 218

i Revenues reflect the provisions of EITF 01-0% and 0I-14, which were adopted in the first quarter of 2002, As a sesult of applying the guidance of

EITF 01-14 and 01-89, revenues were inereased by 5107 million in 2001, $120 million in 2000, $119 million in 1959 and $124 million in 1998,
Revenues also reflect the pravisions of SAB 101, which was adopted in the fourth quarter of 2000. The impact of SAE [0 was to increase revenues
and costs by equal amounts of $135 million in 2000, $99 million in 1999 and $37 million in 1998,

i Includes merger-related costs of approximately $8 million in 2002, $37 million in 2001 and $18 million in 2000.

() Includes an zpproximate $1.572 billion non-cash pretax charge in 2002 representing WCI's share of TWE's goodwill and other intangible assets

impairment charge.

14 Includes approzimatety $14 millien in 2000, $1.402 billion in 1999 and $(53) million in 1998, relating to WCE's proportionate share of net gains

(losses) recognized by TWE in connection with the sale or exchange of cable television systems and other investment-related assets in 1999 and -

1998, a pretax charge of $50 million recognized in 2000 in connection with the Six Flags litigation, pretax gains of $10 million recognized in 2000,
£40 million recognized in 1999 and $30 million recognized in 1998 related to the partial recognition of a deferred gain In connection with the 199§
sale of Six Flags, a pretax gain of approsimately $215 million in connection with the easly termination and settlerment of a long-term, home video
distribution sgreement in 1995, a pretas gain of approximalely $97 million in 1999 and $65 million in 2000, principally refating to the 1999 sale of an
interest in CanalSatellite and a pretax noncash charge of approximately $106 nillion relating to Warner Bros.’ retail stores.

Includes an approximate 3446 million and $676 million non-cash pretax chaige in 2002 and 2001, respectively to reduce the carrving value of cenain
investinents that experienced other-than-temporary declines in market value. a $115 million non-cash pretax charge in 2000 to reduce the camying
value of W'CI's investment in Celumbia House to an estimate of fair value, an approximate $53 million pretax gain in 1999 relafing io the Time
Warner Telecom TPO and a $437 million pretax gain in connection with the dispasal of WCI's interest in Hasbro in 1997,
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Selected Balance Sheet Information

December 31,

2002 2001 2600 1999 1998
{millions)
Total assets ... ..o, $30,224  $61,823  $11,046  $11,481 $10,348
Sharcholders’ equity - .........oovrotn 25,991 57,424 8,776 8,137 1,701

;
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SCHEDULE II'— VALUATION AND QUALIFYING ACCOUNTS OF WCI

Years Ended December 31, 2002, 2001 and 2000
Additions
Balance at Charged to Balance at
Beginning Costs and End of
Description of Period Expenses Deductions Period
{millions)
2002:
Reserves deducted from accounts receivable:
Allowance for doubtfnl accounts, .................. $106 $ 17 $ (46)= T
Reserves for sales returns and allowances . ........ . 249 520 (552)® 217
Total ... §355 $537 $(598) $294
2001
Reserves deducted from accounts receivable:
Allowance for doubtful accounts ........ ...... .. .. $ 50 $ 60 $ (HW 8106
Reserves for sales returns and allowances . .......... 217 596 (564)® 249
Total ..o $267 $656 $(568) $355
2000:
Reserves deducted from accounts receivable:
Allowance for doubtful accounts ... ......... ... .. % 68 $ — $ (1)® $ 50
Reserves for sales returns and allowances ........... 222 550 {555)® 217
Total ... $290 $550 ${573) $267

) Represents uncollectible receivables charged against the reserve.

") Represents retums or allawances applied against the reserve.

-
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2.0

3.1

32

3.3(D)
and
(i1

3.3(iw)

3.3(iv)

33(v)

3.3(vi)

3.3(vii)

3.3(viii)

3.3(ix)

EXHIBIT INDEX

Description

Restructuring Agrecment dated as of August 20, 2002 by and among Time Warner
Entertainment Company, L.P. (“TWE"), AT&T Corp. (“AT &T”), MediaOne of
Colorado, Inc. (“MediaOne™), MediaOne TWE Holdings, Inc. (*Holdings”), Com-
cast Corporation, AT&T Comcast Corporation, AOL Time Warner Inc.
(“AQLTW"), TWI Cable Irc., Warner Communications Ine. (“WCI”), and Ameri-
can Television and Communications Corporation (“ATC”} (the “Restructuring
Agreement”) (File No. 1-15062) (incorporated herein by reference to Exhibit 99.1 to
the AOLTW Current Report on Form 8-K dated August 21, 2002).

Agreement of Limiied Partnership, dated as of October 29, 1991, as amended by the
Letter Agreement, dated February 11, 1992, and the Letter Agreement dated June 23,
1992, among Time Warner Companies, Inc. (“TWCI”) and certain of its subsidiaries,
ITOCHU Corporation {*“Ttochu™) and Toshiba Corporation (*“Toshiba™) {the “TWE
Partnership Agreement, as amended”) (incorporated herein by reference to Ex-
hibit (A) to TWCI's Currenf Report on Form 8-K dated October 29, 1991 (File
No. 1-8637) and Exhibits 10(b) and 10(c) to TWCT's Current Report on Form 8-K
dated July 14,1992 (File No. 1-8637) (“TWCI’s July 1992 Form 8-K")).

Amendment Agreement, dated as of September 14, 1993, among Itochu, Toshiba,
TWCI, US WEST, Inc. and certain of their respective subsidiaries amending the
TWE Partnership Agreement, as amended (incorporated herein by reference to
Exhibit 3.2 to the TWE Anitual Report on Form 10-K foi the year ended Decem-
ber 31, 1993 (the “TWE 1993 Form [0-K”}}.

Certificate of Incorporation and By-Laws of American Television and Communica-
tions Corporation, as amended (incorporated herein by reference to Exhibits 3.3(3)
and (ii} to the TWE 1993 Form 10-K).

Cerlificate of Ownership and Merger of American Digital Communications, Inc. into
ATC as filed with the Secretary of State of the State of Delaware on May 31, 1996
(incorporated herein by reference to Exhibit 3.3(iii) to TWE’s Annual Report on
Form 10-K for the year ended December 31, 1996 (the “TWE 1996 Form 10-X"}}.

Certificate of Ownership and Merger of Carolina Network Corporation into ATC as
filed with the Secretary of Siate of the State of Delaware on May 31, 19%6
(incorporated herein by reference to Exhibit 3.3(iv) to the TWE 1996 Form 10-K).

Certificate of Ownership and Merger of ATC Holdings 11, Inc. into AT C as filed with
the Secretary of State of the State of Delaware on June 28, 1996 (incorporated herein
by reference to Exhibit 3.3(v) to the TWE 1996 Form 10-K).

Certificate of Ownership and Merger of ARP 113, Inc. into ATC as filed with the
Secretary of State of the State of Delaware on August 29, 1997 (incorporated herein
by reference 1o Exhibit 3.3(vi} to TWE’s Annual Report on Form 10-K for the year
ended December 31, 1997 (the “TWE 1997 Form {0-K)).

Certificate of Ownership and Merger of Philadelphia Community Antenna Television
Company into ATC as filed with the Secretary of State of the State of Delaware on
August 29, 1997 (incorporated herein by reference to Exhibit 3.3(vil) to the TWE
1997 Form 10-K).

Certificate of Ownership and Merger of Public Cable Cormpany into ATC as filed with
the Secretary of State of the State of Detaware on August 29, 1997 {incorporated
herein by reference to Exhibit 3.3(viii) to the TWE 1997 Form 10-K).

Certificate of Ownership and Merger of ATC-PPV, Inc. into ATC as filed with the
Secretary of State of the State of Delaware on October 7, 1998 (incorporated herein
by reference to Exhibit 3.3(ix) to TWE's Annual Report on Form 10-XK for the year
ended December 31, 1998).
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and
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4.1

4.2

4.3

4.4

4.5

4.6

4.7

10.1

10.2

Description

Amended and Restated Certificate of Incorporation, as amended, and By-Laws of
WCI.

Indenture, dated as of Apsil 30, 1992, as amended by the First -Supplemental
Indenture, dated as of June 30, 1992, among “TWE, TWCI, certain -of TWCI’s
subsidiaries that are parties thereto and The Bank of New York {"BONY"), as
Trustee (incorporated herein by reference to Exhibits 10(g) and 10(h) to TWCP’s
July 1992 Form 8-X). .

Second Supplemental Indenture, dated as of December 9, 1992, amoﬁg TWE, TWCI,
certain of TWCI’s subsididries that are parties thereto and BONY, as Trustee
{incorporated hérein by reference to Exhibit 4.2 to Amendment No. 1 to TWE’s
Registration Statement on Form S-4 (Registration No. 33-67688) filed with the

Commission ont October25, 1993 (the “TWE 1993 Form S5-4733.

Third Supplemental Indenture, dated as of October 12, 1993, among'TWE, TWCI,
certain of TWCI’s subsidiaries that are parties therets and BONY, as Trustee
(incorporated herein by reference to Exhibit 4.3 o the TWE 1993 Form S-4),

Fourth Supplemental Indenture, dated as of March 29,.1994, among TWE, TWC,
certain. of TWCDs subsidiaries that are parties thercto and BONY, as Trustee
(incorporated herein by reference to Exhibit 4.4 to the TWE 1993 Form 10-K).

¥ifth Supplemental Indenture, dated as of December 28, 1994, among TWE, TWCI,
certain of TWCP's subsidiaries that are parties thereto and BONY, as Trugtee
(incorporated herein by reference to Exhibit 4.5 to TWE's Annval Report on
Form 10-X for the year ended December 31, 1994).

Sixth Supplemental Indenture, dated as of September 29, 1997, among TWE, TWCJ,
certain of TWCI’s subsidiaries that arc parties thereto and BONY, as Trustee
(incorporated herein by reference to Exhibit 4.7 to Time Warner Inc’s (“Time
Warner”) Annual Report en Form 10-X for the year ended December 31, 1997 (File
No. 1-12259) (the “Time Warder 1997 Form 10-K)). :

Seventh Supplemental Indenture dated as of December 29, 1997, among TWE,
TWCI, certain of TWCI’s subsidiaries that are parties thereto and BONY, as Trustee
(incorporated herein by reference to Exhibit 4.8 to the Time Wamer 1997
Form 10-K). ’ '

$6 Billion Five-Year Revolving Credit Agreement, dated as of July 8, 2002, among
AOLTW, TWE, Time Warner Eniertainment-Advance/Newhouse Partnership
(“TWE-A/N Partnership”), AOL Time Wamer Finance Ireland, as Borrowers, the
Lenders party thereto from time to time, J PMorgan Chase Bank (“JPMorgan Chase
Bank™}, as Administrative Agent, Bank of America, N.A. and Citibank, N.A., as Co-
Syndication Agents, and ABN AMRO Bank N.V. and BNP Paribas, as Co-Docu-
mentation Agents, with associated Guarantees {incorporaied herein by reference to
Exhibit 99.1 to the AOLTW Current Report on Form 8-K dated July &, 2002 (File
No. 1-15062) (the “AOLTW July 2002 Form 8-K)).

$4 Billion 364-Day Revolving Credit Agreement, dated as of July 8, 2002, among
AOLTW, TWE, TWE-A/N Partnership, AOL Time Wamer Finance Ircland, as
Borrowers, the Lenders party thereto from time to time, JPMorgan Chase Bank, as
Administrative Agent, Bank of America, N.A. and Citibank, N.A. as Co-Syndication
Agents, and ABN AMRO Bank N.V. and BNP Paribas, as Co-Documentation
Agents, with associated Guarantees (incorporated herein by reference to Exhibit 99.2
to the AOLTW July 2002 Form 8-K). '
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10.3

10.4

10.5

10.6

10.7

10.8

10.16

i0.11

10.12

10.13

10.14

Description

Contribution Agreement, dated as of September 9, 1994, among TWE, Advance
Publications, Inc., (“Advance Publications”), Newhouse Broadcasting Corporation
(“Newhouse Broadcasting”), Advance/Newhouse Partnership (“Advance/New-
house™) and TWE-A/N Partnership (incorporated herein by reference to Ex-
hibit 10{a) to TWE’s Current Repost on Form 8-K dated September 9, 1994).

Amended and Restated Partnership Agreement of TWE-A/N Partnership entered
into as of February 1, 2001 by and between TWE, Advance/Newhouse and Paragon
Communications (* Paragon“) {incorporated herein by reference to Exhibit 10.46 to
AOL Time Warner Inc’s Transition Report on Form 10-K for the year ended
December 31, 2000 (File No. 1-15062) (the “AOQLTW 2000 Form 10-K' 1)

First Amcndmcnt to the Amended and Restated Partnership Agreement of TWE-A/
N Partnership dated as of March I, 200! among TWE, Advance/Newhouse and

Paragon (incorperated herein by reference to Exhibit 10.47 to the AOLTW 2000
Form 10-K).

Seconded Amended and Restated Partnership Agreement, dated.as of August 1, 2002
by and among TWE-A/N Partnership, TWE, Paragon and Advance/Ncwhousc
{(incorporated herein by reference to Exhibit IO 52 to the AOL Time Warner Inc.
Quarterly Report on Form 10-Q for the quarter ended June 30, 2002 (File
No. 1-15062) {(the “AOLTW June 2002 Form 10-Q™)).

Third Amended and Restated Parinership Agreement of TWE-A/N Partnership
dated a5 of December 31, 2002 among TWE, Paragon and Advance/Newhouse
(incorporated herein by reference to Exhibit 99.1 to the AOLTW Current Report on
Form $-K dated December 31, 2002 {File No. 1-15062)-(the “AOLTW Decémber
2002 Form 8-K"})..

Amended and Restated Transaction Agreement, dated as of October 27, 1997 among
Advance Publications, Newhouse Broadeasting, Advance/Newhouse, TW Holding
Co. and TWE-A/N Partnership (incorporated herein by reference to Exhibit 99(c) to
Time Warner's Current Report on Form 8-K dated October 27, 1997 (File
No. 1:12259)).

Transaction Agreement No. 2 dated-as of June 23, 1998 among Advance Puablications,
Newhouse Broadcasting, Advance/Newhouse, TWE, Paragon and TWE-AN Partner-
ship (incorporated herein by reference to Exhibit 10.38 to Time Warner's Annual

Report on 1998 Form 10-K {File No. 1-12259) (the “Time Warner 1998
Form 10-K”}).

Transaction Agreement MNo. 3 dated as of September 15, 1998 among Advance
Publications, Newhouse Broadcasting, Advance/Newhouse, TWE, Paragon and
TWE-AN Partnership (incorporated herein by reference to Exhibit 10.39 to the Time
Warner 1998 Form 10-X).

Amended and Restated Transaction No. 4 Agreement dated as of February 1, 2001
among Advance Publications, Newhouse Broadcasting, Advance/Newhouse, TWE,
Paragon and TWE-AN Partnership (incorporated herein by referencc to Exhibit [0.52
to the AOLTW 2000 Form 10-K).

Master Transaction Agreement, dated as of August 1, 2002, by and among TWE-A/ N
Partnership, TWE, Paragon and Advance/ Newhouse {incorporated herein by refer-
ence to Exhibit 10.1 to the AOLTW June 2002 Form 10-Q).

Consent and Agreement dated as of December 31, 2002 among TWE-A/N, TWE,
Paragon, Advance/Newhouse, TWEAN Subsidiary LLC (“TWEAN Subsidiary”)
and JPMorgan Chase Bank (incorporated herein by reference to Exhibit 99.2 to the
AOLTW December 2002 Form 8-K}.

Pledge Agreement dated as of December 31, 2002 among TWE-A/N, Advance/
Newhouse, TWEAN Subsidiary and JPMorgan Chase Bank (incorporated hesein by
reference to Exhibit 99.3 to the AOLTW December 2002 Form 8-K).
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10.16

10.17

10.18
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10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10,28

10.29

10.30

Drescripfion

Agreement Containing Consent Orders, including the Decision and Order, between
AOLTW and the Federal Trade Commission signed December 13, 2000 {incerporated
herein by reference to Exhibit 99.2 to the AOL Time Warner Current Report on
Form 8-K dated January 11, 2001 (File No. 1-15062) {the “AOLTW January 2001
Form §8-K™)).

"Public Notice issued by the Federal Communications Commission dated January 11,

2001 {incorporated herein by reference to Exhibit 99.4 to the AOLTW J anuary 200t
Form 8-K}.

Férm of Restated Certificate of Incorporation of Holdings, related to the Restructuring
Agreement (incorporated herein by reference to Exhibit 10.3 to the AOLTW
Quarterly Report on Form 10-Q for the quarter ended September 30, 2002 (File
No. 1-15062) (the “AQLTW September 2002 Form 10-Q7)).

Form of Amended and Restated Agreement of Limited Partnership of TWE, by and
among Time Warner Cable Inc. (“TWC”), MediaOne, ATC, AT&T and AOLTW,
related to the Restructuring Agreement (incorporaled herein by reference to Ex-
hibit 104 to the AOLTW September 2002 Form 10-Q},

Form of By-laws of TWC, related to the K_Rc'structuriz__lg' Agreement (incorporated
herein by reference to Exhibit 10.5 {o the AOLTW September 2002 Form [0-Q).
Form of Registration Rights Agreement by and between AGLTW and TWC, related
to the Restructuring Agreement (incorporaied herein by reference to Exhibit 10.6 to
the AOLTW Septemnber 2002 Form 10-Q).

Form of Registration Rights Agreement by and among MediaOne, AOLTW and

TWC, related to the Restructuring Agreement (incorporated herein by reference to
Exhibit 10.7 to the AOLTW September 2002 Form 10-Q).

-Form--of Parent Agrcement among TWC, AOLTW and AT&T, related to the

Restructuring Agreement (incorporated herein by reference to Exhibit 10.8 to the
AOLTW September 2002 Form 0-Q).

Form of Partnership Interest Sale Agreement among TWC, AOLTW, AT&T and
MediaOne, related to the Restructuring Agreement {incorporated herein by reference
to Bxhibit 10.9 to the AOLTW September 2002 Form 10-Q).

Form of Reimbursement Agreement by and among TWC, AOLTW, WCI, ATC and
TWE, related to the Restructuring Agreement {incorporated herein by rcference to
Exhibit 10.10 to the AOLTW September 2002 Form 10-Q).

Form of Brand License Agrcement by and between WCI and TWC, related to the
Restructuring Agreement (incorporated herein by reference to Exhibit 10.11 to the
AOLTW September 2002 Form 10-Q).

Form of Tax Matters Agreement among AOLTW and TWC, related to the Restruc-
turing Agreement (incorporated herein by reference 1o Exhibit 10.12 to the AOLTW
September 2002 Form 10-Q).

Formy of Brand and Trade Name License Agreement by and among Time Warner and
TWC, related to the Resiracturing Agreement {incorporated herein by reference to
Exhibit 10.13 to the AOLTW September 2002 Form 10-Q).

Registration Rights Agreement dated as of August 20, 2002 by and between
MediaOne and AOLTW, relited to the Restructuring Agreement (incorporated
herein by reference to Exhibit 10.14 to the AOLTW September 2002 Form 10-Q).
Distribution Agreement dated as of August 20, 2002 by and among TWE, WCI and
AOLTW, related to the Restructuring Agreement (incorporated herein by reference
to Exhibit 10.15 to the ACLTW September 2002 Form 10-Q).

Intetlectual Property Agreement dated as of August 20, 2002 by and between TWE

and WCI, related to the Restructuring Agreement (incorporated herein by reference
to Exhibit 10.16 to the AOLTW September 2002 Form 10-Q).
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10.31 Contribution Agreement dated as of August 20, 2002 by and among Holdings, Wi *

and the AOLTW, related to the Restructuring Agreement (incorporated herein by
reference to Exhibit 10.17 to the AOLTW September 2002 Form 10-Q).

10.32 Intellectual Property Agreement dated as of August 20, 2002 by and between Holdings *
and WCI, related 1o the Restructuring Agreement (incorporated herein by reference
to Exhibit 10.18 to the AOLTW September 2002 Form 10-Q).

10.33 Demand Promissory Note dated August 19, 2002 issued by Holdings to MediaOne in *
the original principal amount of $2.1 billion, related to the Restructuring Agreemert
(incorporated herein by reference to Exhibit 10.19 to the AOLTW September 2002

Form 10-Q).
24 Subsidiaries of TWE and the AOL Time Wamer General Partners.
23.1 Consent of Ernst & Young LLP, Independent Auditors.
99.1 Cestification of Principal Executive Offices and Principal Financial Officer of the

Registrant pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, with respect to
the TWE Annua! Report on Form 10-K for the year ended December 31, 2002,

99.2 Certification of Principal Executive Officer and Principal Financial Officer of each of

the general partners of TWE pursuant 10 Section 906 of the Sarbanes-Ozley Act of

2002, with respect to the TWE Anmual Report on Form 10-K for the year ended
December 31, 2002.

* Incorporated by reference.

The Regisirants hereby agree to furnish to the Securities and Exchange Commission at its request copies

of long-term debt instruments defining the rights of holders of the Registrants’ outstanding long-term debt that
are not required to be filed herewith.
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290 Harlior Drive Gerald D, Campbell
Stamford, CT 06962 . Senigr Vice Prexident, Voice

el 203-351-2033
Fax 203-328-4030
gum!d.campbeH@rwcable.cr;m

TIME WARNER
CABLE

December 16, 2003

Public Service Commission of South Carolina
Saluda Building

101 Executive Center Dr., Suite 100
Columbia, SC 29210

RE: South Carolina Utilities Commission; Application of
TimeWarner Cabie Information Services (South Carolina),
LLC for a Certificate of Public Convenience and Necessity to
Provide Interexchange and Local Services and for Alternative
Regulation '

To whom it may concern:

Pleass let this letter serve as formal acknowledgment of Time Warner
Entertainment Company, L.P.’s commitment to provide necessary financial support to the
operations of its subsidiary, Time Warner Information Setvices (South Carolina), LLC, as
it conducts its Jocal and long distance telephone business in South Carolina.

Sincerely,

S B

Gerald D. Campbell
Senior Vice President

e DL
Ll

e s Aeernt Eesrrrehrend Cotinany, LR
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Time Warner Cable Information
Services (South Carolina), LLC

Time Warner Inc.

82.1%

Time Warner Cable Inc,

94.3% cael

9%
64.8%

Time Warner Entertainment-
Advance/Newhouse Partnership

91%

|

1.9% Time Warner Entertainment Company, L.P.

Time Warner Cable Information Services (South Carolina), LLC

CADocuments and Settings\bonnig\Local Settings\Temporary Internet Files\OLK63\Voice-TWCIS(SC).doc
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TECHNICAL AND MANAGERIAL ABILITY

The Applicant will rely on the individuals identified in the following bios for
technical and managerial support in providing services in South Carolina as described in
this application. Through arrangements with its affiliate Time Warner Cable, TWCIS
will have sufficient managerial and technical capability to ensure that TWCIS can
provide the services for which it seeks certification. The management teams at Time
Warner Cable, based in Stamford, Connecticut and Columbia, South Carolina, include
individuals with extensive expericnce in successfully developing and operating
communications businesses, including local telephone businesses. Moreover, Time
Warner Cable possesses the internal managerial resources to support its South Carolina
operations. Certain persons that are part of the management teams al Time Warner Cable
will also be officers of TWCIS. Their expertise in telecommunications makes the Time
Warner Cable management team well-qualified to construct and operate facilities on
behalf of TWCIS. In addition, the officers and management of Time Warner Cable also
have the technical expertise, developed through designing, constructing, and operating
telecommunications networks, to provide the proposed services. Specific technical
experience of officers and management of TWCIS can be found below. Further
information concerning Directors and Officers of Time Warner Entertainment, L.P., a
parent of both Time Warner Cable and the Applicant, can be found beginning at page 35
of the attached 10K.

BIOGRAPHICAL SKETCHES OF TIME WARNER CABLE INFORMATION
SERVICES (SOUTH CAROLINA), LLC MANAGEMENT

A £

Carl Rossetti is President of TWCIS (South Carolina) and Execcutive Vice President of* oo
Time Warner Cable, a position he has held since 1998. Mr. Rossetti joined Time Warner
Cable in 1976 and has held numerous management positions, including Division o
President of Time Warner Cable’s Portland, Maine Division and interim CEO of Road -
Runner, the high-speed online service delivered through cable modems and over the
cable television infrastructure. In this position, Mr. Rossetti was responsible for overall
strategic planning to grow the business and maintain Road Runner’s commitmentto
providing premier high-speed access service. Mr. Rossetti has also served as Time
Warner Cable’s Senior Vice President of Corporate Development, where he managed and
oversaw all of the company’s international investments, negotiated non-cable and vendor
agreements including acquisitions, mergers and disposition of assets, Additionally, Mr,
Rossetti served as Interim CEQ of Time Warner Telecom, where he helped initiate Time
Warner Cable’s efforts to branch into the competitive local exchange business.

Carl Rossetti, President




Wayne D. Knighton , President Time Warner Cable—South Caroling

Wayne D. Knighton is currently President of the Columbia, South Carolina division of
Time Warner Cable, an operation serving more than 330,000 customers, and has more
than twenty years in the communications industry. Mr. Knighton has been President of
Time Warner Cable’s South Carolina operations since 1999, and prior to his cwrrent
position was President of Time Warner Cable’s Minnesota operations. Prior to joining
Time Warner Cable, Mr. Knighton held senior management positions with Cox Cable
Communications, in addition to various engineering positions with Georgia Power
Company. Mr. Knighton holds a Bachelor of Electrical Engineering from the Georgia
Institute of Technology and a Master of Business Administration from Georgia State
University.

Gerald D. Campbell, Senior Vice President

Gerald Campbell is currenily Time Warner Cable’s Senior Vice President, Voice,
responsible for developing the company’s IP voice business. Mr. Campbell brings to
Time Warner nearly 30 years of experience in the cable and telephone industries. Mr.
Campbell spent neatly ten years with Comcast Communications in senior management
roles and developed and built the company’s voice business in the United Kingdom.
Prior to joining Comeast, Mr. Campbell held executive positions with Cablevision of
Boston and Warner Communications.

Gail Allaman, Vice President-Tax

Gail Allaman is a CPA licensed in Colorado and Illinois who has worked in accounting
positions for almost 30 years, the most recent 16 of which have been in the
communications field. Mr. Allaman has been with Time Wamer Cable (and its
predecessor companies) since 1985 and currently serves as Vice President for Tax. Prior
to joining Time Warner Cable, Mr. Allaman served as a name partner in his own
accounting firm (1983-1985), as Treasurer and Controller of Corrida Qils (1981-1983),
and as a Principal in the Tax Depariment of Arthur Young (1972-1981). Mr. Allaman
holds a B.S. and an M.A.S. in accounting from the University of Illinois.

Liliane Zreik, Vice President-—-Engineering

Liliane Zreik started her career with NYNEX Corp (now Verizon), where she became
lesponsible for developing and infroducing new telephone services leveraging advanced
technologies such as autoinatic speech recognition and intelligent networklng She was a
key member of the team responsible for implementing LNP and 3 party access for
NYNEX. Ms. Zreik initiated and drove the solutions marketing effort for Sonus
Networks, a softswitch vendor, and was a key executive for BB2W, a startup company
that deployed 802.11-based wireless high speed access. Ms. Zreik also led




implementations of new technologics in call centers. In addition to her extensive
technical experience, Ms, Zreik was a high yield bond analyst covering cable and
technology for an investment firn. Ms. Zreik holds an MBA from Harvard University, a
Master in Electrical Engineering from Cornell University, and a BSEE from Syracuse
University.

Julie Patterson, Secretary

Julie Patterson is Senior Counsel of Time Warner Cable in Stamford, Connecticut. After
practicing communications law in private practice, Ms. Patterson served as an Attorney
Advisor in the Common Carrier Burcau of the Federal Communications Commission,
whete she worked on issues relating to focal telephone competition, the deployment of
broadband services, Bell Operating Company section 271 applications, and
communications and media mergers. Ms. Patterson has a B.A. degrec from the
University of Pennsylvania and a 1.D. degree from the College of William and Mary.
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PROPOSED SERVICE OFFERING

The Applicant intends to provide facilities-based local and interexchange Internet
protocol (“IP”) voice service targeted to the residential market. Initially, the service will
be offered only to customers who subscribe to Time Warner Cable’s high-speed cable
modem data service. Applicant’s customers will be able to call and be called by any
other IP voice service subscriber of Applicant, TP voice service subscribers will also
have access to the public switched telephone network (“PSTN”) and thus will be able to
call and be called by all other parties connected to the PSTN. The service will be offered
on a flat-rate basis and will allow standard local and long distance calling in addition to
operator services; directory assistance; Enhanced 911 services; outbound 800 toll free
calling; directory listing; and local number portability.

L

Applicant’s regulatory disclaimer. In recognition of the currently unsettled
nature of the issues surrounding the appropriate regulatory treatment of IP-based voice
services such as proposed by the Applicant, nothing in this submission should be
construed as a concession or agreement by TWCIS that the services at issue in this
Application constitute telecommunications services, local exchange services, conumon
carrier offerings, or services that are otherwise subject to federal or state regulation, nor
that the entity or entities providing them constitute telecommunications carriers,
telecommunications providers, local exchange carrier, interexchange carriers, common
carriers, or other regulated entities.




Time Warner Cable Information Services {South Carolina), L1.C Page 1
d/b/a Time Warner Cable of South Carolina Original

TITLE SHEET

SOUTH CAROLINA TARIFF NO. 1
APPLICABLE TO
PACKAGED LOCAL AND INTEREXCHANGE
IP VOICE SERVICES OF

TIME WARNER CABLE INFORMATION SERVICES (SOUTH CAROLINA),
LLC

This taniff contains the descriptions, regulations, and rates applicable to the furnishing
of services and facilities for Internet Protocol voice services provided by Time Warner
Cable Information Services (South Carolina), LLC with principal offices at 290 Harbor
Drive, Stamford, CT 06902. This tariff applies for services furnished within the State
of South Carolina. This tariff is on file with the Public Service Commission of South
Carolina and copies may be inspected, during normal business hours, at the Company’s
principal place of business.

Issued: Effective:
Issued By: Julie Patterson
Time Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive

Stamford, Connecticut 06902
(203) 328-0671
Julie Patterson(@twcable.com




Time Warner Cable Information Services (South Carolina), LLC Page 2
d/b/a Time Warner Cable of South Carolina

Original

CHECK SHEET

The sheets listed below, which are inclusive of this tariff, are effective as of the date
shown at the bottom of the respective sheet(s). Original and revised sheets as named
below comprise all changes from the original tariff and are currently in effect as of the
date on the bottom of this page.

SHEET REVISION SHEET REVISION
1 Original 29 Original
2 Original 30 Original
3 Original 31 Original
4 Original 32 Original
5 Original 33 Original
6 Original 34 Original
7 Original 35 Original
8 Original 36 Original
9 Original 37 Original

10 Originat 38 Original
11 Original 39 Original
12 Original 40 Original
i3 Original 41 Original
14 Original 42 Original
15 Original 43 Original
16 Original 44 Original
17 Original 45 Original
18 Original 46 Original
19 Original
20 Original
21 Original
22 Original
23 Original
24 Original
25 Original
26 Original
27 Original
28 Original
Issued: Effective:
Issued By: Julie Patterson

Time Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive

Stamford, Connecticut 06902

(203) 328-0671

Julie.Patterson@twcable.com




Time Warner Cable Information Services (South Carolina), LL.C
d/b/a Time Warner Cable of South Carolina

Page 3
Original

TABLE OF CONTENTS

THLE SHEEL .. et e e s e s e 1
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Notice Concerning All Terms and Conditions and Rates......cocovivivinniinnns 7
Service Offering SUMIMATY ...ccvvveeeveirroririnsereneeeeeneec s s ssrassssesssnsares 9
Section 1 — Technical Terms and Abbreviations........ccovcviininrininninin 10

Section 1.1 — Explanation of Abbreviations and Acronyms 10
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ssued By: Julie pPatterson
Timne Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive
Stamford, Connecticut 06902
(203) 328-0671

Julie.Patterson@twecable.com




Time Warner Cable Information Services (South Carolina), LLC Page 4
d/b/a Time Warner Cable of South Carolina Qriginal

TABLE OF CONTENTS
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1ssued BYy: Juite raterson
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(203) 328-0671
Julie. Patterson@twecable.com



Time Warner Cable Information Services (South Carolina), LLC Page 5
d/b/a Time Warner Cable of South Carolina Oniginal

-

SYMBOLS SHEET

The following symbols shall e used in this tariff for the purpose indicated below:
¢ - To Signify a Change in Rate Schedule or Term or Condition
D — To Signifya Discontinued Rate or Term or Condition
1 - To Signifyan Increased Rate

M — To Signify Text Moved from Another Tariff Location; But No Change
in Rate or Term o¥ Condition

N - To Signify a New Rate or Term or Condition
R — ToSignifya Reduced Rate

T - To Signify a Change in Text or Regulation; But No Change in Rate or
Term or Condition

Check Sheets — When 2 tariff filing is made with the Commission, an update check
sheet accompanies the tariff filing.

Sheet Numbering and Revision Levels — Sheet numbers appear in the upper right
corner of the page. Sheets are numbered sequentially. However, new sheets are
occasionally added to the tariff. When a new sheet is added between sheets already in
effect, a decimal is added. For example, a new sheet added between existing shects 14
and 15 would be 14.1. Revision levels also appear in the upper right corner of each

page. These levels are used to determine the most current sheet version on file with the
Commission. For example, the 4th Revised Sheet 14 cancels the 3rd revised Sheet 14.

issued BY: Julie Patterson
Time Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive
Stamford, Connecticut 06902
(203) 328-0671
Julic.Patterson@tweable.com



Time Warner Cable Information Services (South Carolina), LLC Page 6
d/b/a Time Warner Cable of South Carolina Original

TARIFF FORMAT

A. Sheet Numbering — Sheet numbers appear in the upper right corner of the page.
Sheets are numbered sequentially. However, new sheets are occasionally added to
the tariff. When a new sheet is added between sheets already in effect, a decimal is
added. For example, a new sheet added between sheets 14 and 15 would be 14.1.

B. Sheet Revision Numbers - Revision numbers also appear in the upper right corner
of cach page. These numbers are used to determine the most current sheet version
on file with the Commission. For example, the 4th revised Shect 14 cancels the 3rd
revised Sheet 14. Because of various suspension periods, deferrals, etc. that the
Commission follows in their tariff approval process, the most current sheet number
on file with the Commission is not always the tariff page in effect. Consult the
Check Sheet for the sheet currently in effect.

C. Paragraph Numbering Sequence — There are nine levels of paragraph coding.
Rach level of coding is subservient to its next higher Jevel:

2.

2.1.

2.1.1.

2.1.1.A.

2.1.1.A.1.
2.1.1.A.1.(a).
2.1.1.A.1(a)L
2.1.1.A.1.(a).L0).
2.1.1.A.1.() L(.(1).

D. Check Sheets — When a tariff filing is made with the Commission, an updated
check sheet accompanics the tariff filing. The check sheet lists the sheets contained

in the tariff, with a cross reference to the current revision number. When new pages
are added, the check sheet is changed to reflect the revision. All revisions made in
a given filing are designated by the symbols given on the symbols sheet. There will
he no other symbols used on this page if these are the only changes made to it (i.e.,
the format, ctc. remains the same, just revised revision levels on some pages). The
tariff user should refer to the {atest check sheet to find out ifa particular sheet is the

most current on file with the Commission.

1ssued BYy: Julie patterson
Time Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive
Stamford, Connecticut 06902
(203) 328-0671
Julie.Patterson@tweable.com



Time Warner Cable Information Services (South Carolina), LLC Page 7
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NOTICE CONCERNING ALL TERMS AND CONDITIONS AND RATES

The Public Service Commission of South Carolina (“Commission” of “SCPSC™)
requires that each telephone company’s Terms and Conditions comply with and not
conflict with regulations and requirements of South Carolina Statutes, S.C. Code
Sections 58-9-10 ef seq. and the regulations found in South Carolina Code Binder 26,
Chapter 103, Article 6. Any provision in thesc Terms and Conditions or rate schedules
that conflicts with a South Carolina statute or SCPSC rule is inapplicable and will not
be enforceable. The following regulations apply to telephone utilities and contain
provisions that affect matters that commonly appear in telephone utility Terms and
Conditions:

Qubarlicle1 -~ General

Subarticle2 — Records and Reports including Complaints, Accidents,
Interruption of Service, and Service Reports

Subarticle 3 ~— Customer Relations including Standards for Cusiomer
Deposits, Billing, Denial or Discontinuance of Service,
Directories and Termination of Service

Qubarticle 4 - Engineering
Qubarticle 5 — Inspection and Tests
Qubarticle 6 — Standards and Quality of Service
Qubarticle 7 -  Safety
Subarticle 8  — Telecommunication Relay Service Advisory Committee
1ssued BY: Julie patterson
Time Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive

Stamford, Connecticut 06902
(203) 328-0671
Julie.Patterson@twcable.com



Time Warner Cable Information Services (South Carolina), LLC Page 8
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NOTICE CONCERNING ALL TERMS AND CONDITIONS AND RATES

In addition, the following provisions are part of this Company’s Terms and Conditions:
1. FOR LOCAL EXCHANGE SERVICE:

Emergency Telephone Number and Enhanced 911 Systems — 911/ E911 —
Surcharge. An Fnhanced Universal Emergency Number Service (E911) A 911
or enhanced 911 surcharge applies per month to each residence and business
access line, including PBX trunks, Cenirex access lines, semipublic coin lines,
and public access lines, in addition to the imonthly rates for these lines specified
elsewhere in these schedules. S.C. Code Qection 23-47-40 authorizes local
governments to adopt ordinances {0 impose the monthly 911 charges. S.C. Code

Scction 23-47-50 lists the maximum 911 charges that subscribers may be billed.
2. FOR BOTH LOCAL AND INTEREXCHANGE SERVICES:

Any provisions in these Terms and Conditions that limit liability or damages do
not apply to the extent they conflict with the regulations found in South
Carolina Code Binder 26, Chapter 103, Axticle 6, 26 S.C. Regs. 103-600 ef seq.

This Company agrees that it is responsible for complying with all applicable rules,
regulations, and orders of the Public Service Commission of South Carolina and with
the South Carolina Code. It understands that if it applies or enforces any provision of
these Terms and Conditions that is in conflict with a rule, regulation or order of the

SCPSC or the South Carolina Code, the rule, regulation, order ot statute will govern.

1ssued BY: Julie raterson
Time Wamer Cable Information Services (South Carolina) LLC
290 Harbor Drive
Stamford, Connecticut 06902
(203) 328-0671
Tulie.Patterson@tweable.com
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SERVICE OFFERING SUMMARY

The Company’s IP Voice Service is offered solely to residential Customers who are
subscribers to Time Warner Cable’s cable modem and/or cable television service.
Customers may subscribe for Service under one of two flat-rate plans both of which
will provide unlimited, non-usage-sensitive, non-time-of-day-sensitive local and long
distance calling throughout the continental United States. Service, features and
functions will be provided where Company facilities, including, but not limited to,
billing and technical capabilities, are available.

The Company will offer IP Voice Service to Time Warner Cable’s high-speed cable
modem data and cable television customers throughout the State of South Carolina in
the arcas where facilities are available and where the Company has the technical
capability to serve.

Issued: Effective:
Issued By: Julie Patterson
Time Warmer Cable Information Services (South Carolina) LLC
290 Harbor Drive

Stamford, Connecticut 06902
(203) 328-0671
Julie.Patterson@tweable.com
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SECTION 1 — TECHNICAL TERMS AND ABBREVIATIONS

1.1 Explanation of Abbreviations and Acronyms

Commission or SCPSC — Public Service Commission of South Carolina
TXC — Interexchange Carrier

ICO — Independent Company

ICE — Independent Company Exchange

LATA — Local Access and Transport Area

LEC — Local Exchange Company

MTS — Message Telecommunication Service

NPA — Numbering Plan Area

PIC - Primary Interexchange Carrier

TDD — Telephone Device for the Deal

TRS — Telecommunications Relay Service

Issued: Effective:
Issued By: Julie Patterson
Time Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive

Stamford, Connecticut 06902
(203) 328-0671
Tulie.Patterson(@twcable.comn
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SECTION 1 - TECHNICAL TERMS AND ABBREVIATIONS

1.2 Definition of Terms

Commission (SCPSC) — The Public Service Commission of South Carolina
Company — Refers to Time Warner Cable Information Services (South Carolina), LLC,

Completed — A call which the Company’s network has determined has been answered
by a person, answeting machine, fax machine, computer modem device, or other
mechanical answering device.

Customer — The person, firm, corporation, or other entity which orders Service and is
responsible for payment of charges due and compliance with the Company’s tariff
regulations. This term also includes a person who was a Customer of the Company
within the past 30 days and who requests Service at the same or different location.

Customer-Provided Equipment (CPE) — Equipment provided by the Customer for use
with the Company’s Services. CPE can include a station set, facsimile machine, key
system, PBX, or other communication system.

End User — Any Customer that is not a carrier, except that a carrier (other than a
telephone company) shall be deemed to be an “End User” when such carrier uses the
Company’s Service for administrative purposes.

IP Voice Service — The provision to the Customer of access to the Company’s Internet
Protocol voice network and the public switched telephone network for the purpose of
sending and receiving calls. This access is achieved through the use of Time Warner
Cable’s facilities.

Message — A completed telephone call.

Nonrecurring Charge — A one-time charge made under certain conditions to recover all
or a portion of the cost of installing facilities or providing Service.

Recurring Charge — The monthly charge to the Customer for Services, facilities and
equipment, which continue for the agreed upon duration of the Service.
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SECTION 1 - TECHNICAL TERMS AND ABBREVIATIONS

1.2 Definition of Terms (cont’d)

Service — Any IP Voice Service(s) provided by the Company under this tariff.
Termination of Service - Discontinuance of both incoming and outgoing Service,

User — A Customer, or any other person authorized by a Customer to use Service
provided under this tariff.

Voice Line — An arrangement which connects the Customer’s location with the
Company’s call center, consisting of a path capable of transmitting signals within the
range of the service offering, e.g., a Voiceband fransmission path is capable of
transmitting voice frequencies within the approximate range of 300 to 3000 Hz. A
transmission path is comprised of physical or derived channels consisting of any form
or configuration of facilities typically used in the communications industry.
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SECTION 2 — RULES AND REGULATIONS

2.1 Undertaking of the Company

2.1.1 Application of Tariff

A. This tariff sets forth terms and conditions applicable to the furnishing of the
TP Voice Service defined herein offered by the Company within the State of
South Carolina. IP Voice Service is furnished for the use of End Users in
placing and receiving calls within the State of South Carolina.

B. When Services and facilitics are provided in part by the Company and in
part by other companies, the regulations of the Company apply only to that
portion of the service or facilities furnished by it.

C. When Services and facilities provided by the Company are used to obtain
access to the regulated or unregulated services provided by another
company, or are used by another company as part of the regulated or
unregulated services offered by that company, the regulations of the
Company apply only to the use of the Company’s Services and facilities.

D. This tariff applies only for the use of the Company’s Services within the
State of South Carolina. This includes the use of the Company’s network to
complete an end-to-end call within the State of South Carolina and to obtain
access to the intrastate and interstate Toll Call services offered by the
Company.

E. The provision of IP Voice Service defined herein is subject to regulations
specified i this tariff and may be revised, added to, or supplemented by
superseding issues.

Issued: Effective:
Issued By: Julie Patterson
Time Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive
Stamford, Connecticut 06902
(203) 328-0671
Julie Patterson@twcable.com




Time Warner Cable Information Services (South Carolina), LL.C Page 14
d/b/a Time Warner Cable of South Carolina Original

SECTION 2 — RULES AND REGULATIONS

2.1 Undertaking of the Company (cont’d)

2.1.2 Shortage of Equipment or Facilities

The furnishing of Service under this tariff is subject fo the availability on a
continuing basis of all the necessary facilities and technical capabilities and is
limited to the capacity of the Company’s facilities as well as facilities the
Company may obtain from carriers to furnish Service from time to time as
required at the sole discretion of the Company.

2.1.3 Terms and Conditions

A. TP Voice Service is offered strictly as an optional feature only to residential
customers subscribing to Time Warner Cable’s high-speed cable modem
data service, to its cable television service, or to both services. Applicants
for Service from the Company are solely responsible for arranging and
paying for the installation of Time Warner Cable cable modem and/or cable
television, service. Customers are responsible for maintaining Time Warner
Cable cable modem and/or cable television service and for paying all
charges associated with such service as and when due. [P Voice Service is
not supported by an in-home back-up power source, and if the electrical
provider and/or Company’s cable network or facilities are not operating, the
TP Voice Service, including the ability to access emergency 911 services,
will not be available. The Company accepts no responsibility for Service
outages due to the non-availability at the Customer’s premises of Time
Warner Cable cable modem service.

B. Service is provided on the basis of a minimum period of at least one month,
24 hours per day. For the purpose of computing charges in this tariff, a
month is considered to have 30 days.

C. Customers may be required to enter into written service orders which shall
contain or reference a specific description of the service ordered, the rates to
be charged, the duration of the services, and the terms and conditions in this
tariff. Customers will also be required to execute any other documents as
may be reasonably requested by the Company.
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SECTION 2 -~ RULES AND REGULATIONS

2.1 Undertaking of the Company {cont’d)

2.1.3 Terms and Conditions (cont’d)

D. In any action between the partics to enforce any provision of this tariff, the
prevailing party shall be entitled to recover its legal fees and court costs
from the non-prevailing party in addition to other relief a court may award.

E. Service may be terminated to the Customer pursuant to 26 S.C. Regs. 103-
625.

F. This tariff shall be interpreted and governed by the laws of the State of
South Carolina without regard for its choice of laws provision,

G. Application for Service, billing, payment, deposit, disconnection, dispute
resolution and other credit and collect procedures are governed by Chapter
103, Article 6, Subarticle 3 of the Regulations of the SCPSC or any
successor provisions,

2.2 Limitations
2.2.1 Indemmification

A. The Company shall not be liable for any claims for loss or damages
involving:

1. Any act or omission of: (a) the Customer, (b) any other entity furnishing
service, equipment or facilities for use in conjunction with Services or
facilities provided by the Company, or (c) common carriers or
warehousemen,;
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SECTION 2 — RULES AND REGULATIONS

2.2 Limitations (cont’d)

2.2.1 Indemnification (cont’d)
A. {cont’d)

2. Any delay or failure of performance or equipment due to causes beyond
the Company’s control, including, but not limited to, acts of God, fires,
floods, earthquakes, hurricanes, or other natural catastrophes; national
emergencies, insurrections, riots, wars or other civil commotions;
strikes, lockouts, work stoppages or other labor difficulties; criminal
actions taken against the Company; unavailability, failure or
malfunction of equipment or facilities provided by the Customer or third
parties; and any law, order, regulation or other action of any governing
authority or agency thereof;,

3. Any unlawful or unauthorized use of the Company’s facilities and
Services;

4. Libel, slander, invasion of privacy or infringement of patents, trade
secrets, or copyrights arising from or in connection with the
transmission of communications by means of Company-provided
facilities or Services, or by means of the combination of Company-
provided facilities or Services with Customer-provided facilities or
services;

5. Breach in the privacy or security of communications transmitted over
the Company’s facilities;

6. Changes in any of the facilities, operations or procedures of the
Company that render any equipment, facilities or services provided by
the Customer obsolete, or require modification or alteration of such
equipment, facilities or services, or otherwise affect their use or
performance, except where reasonable notice is required by the
Company and is not provided fo the Customer, in which event the
Company’s liability is limited as set forth in this Section 2.2;
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SECTION 2 — RULES AND REGULATIONS

2.2 Limitations (cont’d)

2.2.1 Indemnification {cont’d)
A. (cont’d)

7. Defacement of or damage to Customer premises resulting from the
furnishing of Services or equipment on such premises or the installation
or removal thereof]

8. Inmjury to property or injury or death to persons, including claims for
payments made under Workers” Compensation law or under any plan for
employee disability or death benefits, arising out of, or caused by, any
act or omission of the Customer, or the construction, installation,
maintenance, presence, use or removal of the Customer’s facilities or
equipment connected, or to be connected, to the Company’s facilitics;

9. Any intentional, wrongful act of a Company employee when such act is
not within the scope of the employee’s responsibilities for the Company
and/or is not authorized by the Company;

10. Any representations made by Company employees that do not comport,
or that are inconsistent, with the provisions of this tariff}

11. Any act, omission or network condition resulting in the non-availability
of 911, E911, or similar services for any reason including, without
limitation and by way of example only, due to any failure of the
Company’s system, interruption of Time Warner Cable cable modem
service or interruption of eclectric service to Customer’s premises (IP
Voice Service is not supported by an in-home back-up power source);

12. Any non-completion of calls due to network busy conditions or network
failures;
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SECTION 2 — RULES AND REGULATIONS

2.2 Limitations (cont’d)

2.2.1 Indemnification (cont’d)
A. (cont’d)

13. Any calls not actually attempted to be completed during any period that
Service is unavailable;

14. Blockages by other providers of services on the public switched
network.

B. The Company shall be indemnified, defended and held harmless by the
Customer or End User from and against any and all claims, loss, demands,
suits, expense, or other action or any liability whatsoever, including attorney
fees, whether suffered, made, insinuated, or asserted by the Customer or by
any other party, for any personal injury to or death of any person or persons,
and for any loss, damage or destruction of any property, including
environmental contamination, whether owned by the Customer or by any
other party, caused or claimed to have been caused directly or indirectly by
the installation, operation, failure to operate, maintenance, presence,
condition, location, use, or removal of any Company or Customer
equipment or facilities or Service provided by the Company.

C. The Company does not guarantee nor make any warranty with respect to
installations provided by it for use in an explosive atmosphere.

D. The Company assumes no responsibility for the availability or performance
of any cable or satellite systems or related facilitics under the control of
other entitics, whether or not affiliated with the Company, or for other
facilities provided by other entities used for Service to the Customer, even if
the Company has acted as the Customer’s agent in arranging for such
facilities or services. Such facilities are provided subject to such degree of
protection or non-preemptibility as may be provided by the other entities.
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SECTION 2 — RULES AND REGULATIONS

2.2 Limitations (cont’d)

2.2.1 Indemmification (cont’d)

E. Except as otherwise stated in this tariff, any claim of whatever nature
against the Company shall be deemed conclusively to have been waived
unless presented in writing to the Company within thirty (30) days after the
date of the occurrence that gave rise to the claim.

F. The Company is not liable for any errors and omissions in local directories.
In cases where a specific charge has been made for a directory listing, the
Company shall not be liable for any such error or omission beyond the
amount of such charge.

G. The Company makes no warranties or representations, express or implied
either in fact or by operation of law, statutory or otherwise, including
warranties of merchantability or fitness for a particular use, except those
expressly set forth herein.

H. The Company will not be liable for any charge incurred when any long
distance (Toll Call) carrier or alternative operator service provider accepts
third-number billed or collect cails.

I. Any provisions that limit liability for damages do not apply to the extent
they conflict with Chapter 103, Article 6, of the regulations of the SCPSC.
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SECTION 2 — RULES AND REGULATIONS

2.3 Liability of the Company

2.3.1 General

A. Except as otherwise stated in this tariff, lability of the Company for
damages arising out of either (1) the furnishing of its Services, including,
but not limited to, mistakes, omissions, inferruptions, delays, or errors, or
other defects, representations, or use of these Services, or (2) the failure to
furnish its Service, whether caused by acts or omission, shall be limited to
the extension of allowances to the Customer for interruptions in Service as
set forth in Section 2.7, following.

B. Except for the extension of allowances to the Customer for interruptions in
Service as set forth in Section 2.7, following, the Company shall not be
liable to a Customer or third party for any direct, indirect, special,
incidental, reliance, consequential, exemplary or punitive damages,
including, but not limited to, loss of revenue or profits, for any reason
whatsoever, including, but not limited to, any act or omission, failure to
perform, delay, interruption, failure to provide any Service, including the
inability to access emergency 911 services during any such failure, or any
fatlure in or breakdown of facilities associated with the Service.

C. The liability of the Company for errors in billing that result in overpayment
by the Customer shall be limited to a credit equal to the doHar amount
erroneously billed or, in the event that payment has been made and Service
has been discontinued, to a refund of the amount erroneously billed.
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2.4

SECTION 2 — RULES AND REGULATIONS

Service Availability

2.4.1 Notification of Service-Affecting Activities

The Company will provide the Customer reasonable notification of Service-
affecting activities that may occur in normal operation of its business. Such
activities may include, but are not limited to, equipment or facilities additions,
removals or rearrangements and routine preventative maintenance. Generally,
such activities are not specific to an individual Customer but affect many
Customers’ Services. No specific advance notification period is applicable to
all Service activities. The Company will work cooperatively with the Customer
to determine the reasonable notification requirements. With some emergency or
unplanned Service-affecting conditions, such as an outage resulting from a loss
of power or cable damage, notification to the Customer may not be possible.

2.4.2 Provision of Equipment and Facilities

A. The Company shall use reasonable efforts to make available Services to a
Customer on or before a particular date, subject to the provisions of and
compliance by the Customer with the regulations contained in this tariff.
The Company does not guarantee availability by any such date and shall not
be liable for any delays in commencing Service to any Customer.

B. The Company shall use reasonable efforts to maintain only the facilities and
equipment that it furnishes to the Customer. The Customer may not, nor
may the Customer permit others to, rearrange, disconnect, remove, attempt
to repair, or otherwise interfere with any of the facilities or equipment
installed by the Company, except upon the written consent of the Company.

C. The Company may substitute, change or rearrange any equipment or facility
at any time and from time to time, but shall not thereby alter the technical
parameters of the Service provided to the Customer.

D. Equipment the Company provides or installs at the Customer’s premises for
use in connection with the Services the Company offers shall not be used for
any purpose other than that for which the Company provided it.
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SECTION 2 — RULES AND REGULATIONS

2.4 Service Availability (cont’d)

2.4.2 Provision of Equipment and Facilities (cont’d)

E. The Customer shall be responsible for the payment of Service charges as set
forth herein for visits by the Company’s agents or employees to the
premises of the Customer or User when the Service difficulty or trouble
reported results from the use of equipment or facilities provided by any
party other than the Company, including, but not limited to, the Customer or
User.

F. The Company shall not be responsible for the installation, operation, or
maintenance of any Customer- or User-provided communications
equipment. Where such equipment is connected to the facilities furnished
pursuant to this tariff, the responsibility of the Company shall be limited to
the furnishing of facilities offered under this tariff and to the maintenance
and operation of such facilities. Subject to this responsibility, the Company
shall not be responsible for:

1. the transmission of signals by Customer-Provided Equipment or for the
quality of, or defects in, such transmission; or

2. the reception of signals by Customer-Provided Equipment.
2.4.3 Ownership of Facilities

Title to all facilities provided in accordance with this tariff remains in the
Company, its affiliates, agents or contractors.
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SECTION 2 — RULES AND REGULATIONS

2.5 Obligations of the Customer

2.5.1 General
A. The Customer shall be responsible for:
1. the payment of all applicable charges pursuant to this tariff;

2. damage to or loss of the Company’s facilities or equipment caused by
the acts or omissions of the Customer or of any User, or by the
noncompliance by the Customer or any User with these regulations, or
by fire or theft or other casualty on the Customer’s or any User’s
premises, unless caused by the negligence or willful misconduct of the
employees or agents of the Company;

3. obtaining, maintaining, and otherwise having full responsibility for all
rights-of-way and conduit necessary for installation of lines, facilities
and associated equipment used to provide IP Voice Service to the
Customer from the Customer’s property line to the location of the
equipment space described above. Any and all costs associated with
obtaining and maintaining the rights-of-way described herein, including
the costs of altering the structure to permit installation of Company-
provided facilities, shall be borne entirely by, or may be charged by the
Company to, the Customer. The Company may require the Customer to
demonstrate its compliance with this Section prior to accepting an order
for Service.

4. not creating or allowing to be placed any lens or other encumbrances on
the Company’s equipment or facilities; and

5. making the Company’s facilities and equipment available periodically
for maintenance purposes at a time agreeable to both the Company and
the Customer. No allowance will be made for the period during which
Service is interrupted for such purposes.
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SECTION 2 - RULES AND REGULATIONS

2.5 Obligations of the Customer (cont’d)

2.5.2 Prohibited Activities and Uses

A. The Services the Company offers shall not be used for any unlawful purpose
or for any use as to which the Customer or User has not obtained all
required governmental approvals, authorizations, licenses, consents and
permits,

B. The Company may require a Customer or User immediately to shut down its
transmission of signals if said transmission is causing interference to others.

C. A Customer or User may not assign, or transfer in any manner, the Service
or any rights associated with the Service without the written consent of the
Company. The Company will permit a Customer to transfer its existing
Service to another entity if the existing Customer has paid all charges owed
to the Company for Services provided pursuant to this tariff. Such a transfer
will be treated as a disconnection of existing Service and installation of new
Service.

2.5.3 Claims

With respect to any Service or facility provided by the Company, the Customer
shall indemnify, defend and hold harmless the Company from and against all
claims, actions, damages, liabilitics, costs and expenses, including reasonable
attorneys’ fees for:

A. any loss, destruction or damage to property of the Company or any third
party, or the death or injury to persons, including, but not limited to,
employees or invitees of either party, to the extent caused by or resulting
from the negligent or intentional act or omission of the Customer or User or
either of their employees, agents, representatives or invitees; or

B. any claim of any nature whatsoever brought by a User with respect to any
matter for which the Company would not be directly liable to the Customer
under the terms of this tariff.
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SECTION 2 — RULES AND REGULATIONS

2.6  Customer Equipment and Channels

2.6.1 General

A User may transmit or receive information or signals via the facilities of the
Company. A User may transmit any form of signal that is compatible with the
Company’s equipment, but, except as otherwise specifically stated in this tariff,
the Company does not guarantee that its Services will be suitable for purposes
other than those described herein.

2.6.2 Station Equipment

A. Terminal equipment on the User’s premises and the electric power
consumed by such equipment shall be provided by and maintained at the
expense of the User. The User is responsible for the provision of wiring or
cable to connect its terminal equipment to the Company’s point of
connection.

B. The Customer is responsible for ensuring that Customer-Provided
Equipment connected to the Company ecquipment and facilities is
compatible with such equipment and facilities. All such Customer-Provided
Equipment shall be registered by the Federal Communications Commission
pursuant to Part 68 of Title 47, Code of Federal Regulations; and all Usex-
provided wiring shall be installed and maintained in compliance with those
regulations, The magnitude and character of the voltages and currents
impressed on Company-provided equipment and wiring by the connection,
operation or maintenance of such equipment and wiring shall be such as not
to cause damage to Company-provided equipment and wiring or injury to
the Company’s employees or to other persons. Any additional protective
equipment required to prevent such damage or injury shall be provided by
the Company at the Customer’s expense.

C. The Company is not responsible for malfunctions of Customer-owned
telephone sets or other Customer-Provided Equipment, or for misdirected
calls, disconnects or other Service problems caused by the use of Customer-
Provided Equipment.

Issued: Effective:
Issued By: Julie Patterson
Time Warner Cable Information Services (South Carolina) LLC
290 Harbor Drive
Stamford, Connecticut 06902
(203) 328-0671
Julie.Patterson@twceable.com




Time Warner Cable Information Services (South Carolina), LL.C Page 26
d/b/a Time Warner Cable of South Carolina Original

SECTION 2 - RULES AND REGULATIONS

2.6 Customer Equipment and Channels (cont’d)

2.6.3 Interconnection of Facilities

A. Any special interface equipment necessary to achieve compatibility between
the facilities and equipment of the Company wused for furnishing
communications Services and the channels, facilities, or equipment of others
shall be provided at the Customer’s expense.

B. Communications services may be connected to the services or facilities of
other communications carriers only when authorized by, and in accordance
with, the terms and conditions of this tariff and the tariff of the other
communications carriers which are applicable to such connections.

C. Facilities furnished under this tariff may be connected to Customer-
Provided Equipment in accordance with the provisions of this fariff.

2.6.4 Inspections

If the protective requirements for Customer-Provided Equipment are not being
complied with, the Company may take such action as it deems necessary to
protect its facilities, equipment and personnel. The Company will notify the
Customer promptly if there is any need for further corrective action. Within ten
(10) days of receiving this notice, the Customer must take this corrective action
and notify the Company of the action taken. If the Customer fails to do this, the
Company may take whatever additional action is deemed necessary, including
the suspension of Service, to protect its facilities, equipment and personnel from

harm.
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SECTION 2 — RULES AND REGULATIONS

2.7  Interruption of Service

2.7.1 General

A. Upon Customer request, the Company will credit a Customer’s account for
Service interruptions that are not due to the Company’s testing or adjusting,
negligence of the Customer, or to the failure of channels or equipment
provided by the Customer. Before requesting a credit, the Customer will
take reasonable steps to verify that the trouble could not have been
prevented by the Customer and is not in the Customer’s wiring or
equipment. For purposes of computing a credit, a month consists of 720
hours. The Company will credit the Customer’s account at the rate of
1/720th of the monthly charge for each full hour of any interruption. In
addition, for Service interruptions greater than eight (8) consecutive hours,
the Company will credit the Customer’s account in an amount equal to the
price of one month of Service.
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SECTION 2 — RULES AND REGULATIONS

2.7  Imterruption of Sexvice (cont’d)

2.7.1 General (cont’d)
B. No credit allowance will be made for:

1. interruptions due to the negligence of, or noncompliance with the
provisions of this tariff by, the Customer, User, or other common carrier
providing service connected to the Service of the Company;

2. interruptions due to the negligence of any person other than the
Company, including but not limited to the Customer or other common
carriers connected to the Company’s facilities;

3. interruptions due to the failure or malfunction of non-Company
equipment;

4, interruptions of Service during any period in which the Company is not
given full and free access to its facilities and equipment for the purpose
of investigating and correcting interruptions;

5. interruptions of Service during a period in which the Customer continues
to use the Service on an impaired basis;

6. interruptions of Service during any period when the Customer has
released Service to the Company for maintenance purposes or for
implementation of a Customer order for a change in Service
arrangements; and

7. interruption of Service due to circumstances or causes beyond the

control of the Company.
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2.8

SECTION 2 — RULES AND REGULATIONS

Pavment Arrangements

2,81 Payment

The Customer is responsible for the payment of all charges for facilities and
Services furnished by the Company to the Customer and to all Users authorized
by the Customer.

2.8.2 Billing and Collection of Charges

A. All Customer bills are due and payable on or before the due date provided
on the bill. If any portion of the bill is received by the Company more than
seven (7) days after the due date, or if any portion of the payment is
received in funds which are not immediately available, then a late payment
penalty may be assessed by the Company, calculated pursuant to 26 S.C.
Regs. 103-622.2 which provides that a maximum one and one half percent
(1%2%) may be added to any unpaid balance brought forward from the
previous billing date to cover the cost of collection and carrying accounts in
arrears. Billings for 900 and 900-type charges or non-regulated items are
excluded from the balance on which a late charge may be imposed.

B. As provided in S.C. Code Section 34-11-70 the Company may charge a
service for each check returned for nonpayment by a bank. The Company
will furnish proof of the bank charge upon request.

2.8.3 Disputed Bilis

If the Customer has a complaint, has a question about, or seeks to dispute
charges, on the bill, the Customer should contact the Company at the address,
telephone number, or e-mail address provided on the bill. If the Customer is not
satisfied with the Company’s response, the Customer may contact Public
Service Commission of South Carolina, Post Office Drawer 11649, Synergy
Business Park, 101 Executive Center Drive, Columbia, South Carolina 29211,
(803) 896-5100, (800) 922-1521.
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SECTION 2 — RULES AND REGULATIONS

2.8 Pavment Arrangements (cont’d)

2.8.4 Discontinuance of Service

A. If payment is not received within thirty (30) days of the due date, a
disconnect notice will be sent to the Customer, If payment still has not been
received within forty-five (45) days of the due date, then a notice of possible
service interruption will be sent to the Customer. If payment has not been
received within seventy-five (75) days of the due date then a final written
notice will be sent, and after ninety (90) days following the due date, service
will be interrupted, and the account will be disconnected.

B. If the Customer’s account is disconnected due to non-payment, Services
may be reconnected only by paying all past due amounts, a reconnection
fee, and the first month of Service in advance.

2.9 Advance Payments and Deposits

To safeguard its interests, the Company may require a Customer to make a deposit
before Services and facilities are furnished pursuant to 26 S.C. Regs. 103-621. The
deposit will not exceed an amount equal to two months of estimated monthly recurring
charges for the Service or facility. In addition, where special construction is involved,
an advance payment may be required in an amount equal to the estimated nonrecurring
charges for the special construction and recurring charges (if any) for a period to be set
between the Company and the Customer. The advance payment will be credited to the
Customer’s initial bill.

2,10 Taxes and Other Charges

The Customer may be responsible for payment of any federal, state or local sales, use,
access or other taxes, charges, surcharges (however designated), franchise and permit
fees, and all taxes, fees, and other exactions imposed on the Company or its Services by
governmental jurisdictions, other than taxes imposed generally on the Company’s net
income.
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SECTION 2 —- RULES AND REGULATIONS

2.11  Qualification as Residential Usage

The Company provides IP Voice Service for residential use only. The Company will
determine whether the Customer’s proposed use is residential based on the character of
the use to be made of the Service. Service is intended for reasonable residential usage
by residential customers. Limitations may apply to an excessive number of calls during
a fixed period, heavy usage during business hours, heavy usage concentrated over
consecutive days, or usage that may be deemed to be business use. Service will not be
provided where the proposed use will primarily or substantially consist of a business,
professional, institutional, or otherwise occupattonal nature. Where the business use, if
any, is incidental and where the major use is of a social or domestic nature, the use will
be considered residential if installed in a residence.

2.12 Use of Customer’s Service by Others

2.12.1 Residence Customers

Services provided hereunder are provided solely for the use of the Customer and
members of the Customer’s household, except for occasional use of such
Services by visitors and house guests. Customers may not resell such Service to
a third party for any form of compensation.

2.12.2 Transfers and Assignments

Neither the Company nor the Customer may assign or transfer its rights or
duties in connection with the Services and facilities provided by the Company
without the written consent of the other party, except that the Company may
assign its rights and duties (a) to any subsidiary, parent company or affiliate of
the Company, (b) pursuant to any sale or transfer of substantially all the assets
of the Company; or (¢) pursuant to any financing, merger or reorganization of
the Company.
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SECTION 2 — RULES AND REGULATIONS

2.13 Cancellation of Service

If a Customer cancels a service order or terminates Services before the
completion of the term for any reason whatsoever other than a Service
interruption (as defined in Section 2.7), the Customer agrees to pay to the
Company:

A. all nonrecurring charges as specified in this tariff, plus

B. any disconnection, early cancellation or termination charges reasonably
incurred and paid to third parties by the Company on behalf of the
Customer, plus

C. 65% of all recuiring charges specified in this tariff for the balance of the
then-current term.

2.14 Notices and Communications

All notices or other communications except nofice of termination of service which
required to be given pursuant to this tariff will be delivered via e-mail and first-class
mail. Pursuant to 26 S.C. Regs. 103-624.3, when a customer desires o have his service
terminated, may notify the company orally or in writing. The Company or the
Customer shall advise the other party of any changes to the addresses designated for
notices, other communications or billing, by following the procedures for giving notice
set forth herein.
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2.15 Special Construction and Special Arrangements
2.15.1 Special Construction
Subject to the agreement of the Company and to all of the regulations contained
in this tariff, special construction and special arrangements may be undertaken
on a reasonable-cfforts basis at the request of the Customer. Special
arrangements include any service or facility relating to a regulated
telecommunications service not otherwise specified under this tariff, or for the
provision of Service on an expedited basis or in some other manner different
from the normal tariff conditions.
2.15.2 Basis for Charges
Where the Company furnishes a facility or Service for which a rate or charge is
not specified i this tariff, charges will be based on the costs incurred by the
Company and may mclude:
* nonrecurring charges,
* recurring charges,
+ termination Habilities, or
» combinations thereof.
The agreement for special construction will ordinarily include a minimum
Service commitment based upon the estimated service of the facilities provided.
2.15.3 Termination Liability
To the extent that there is no other requirement for use by the Company, a
termination liability may apply for facilities specially constructed at the request
of the Customer.,
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3.1 IP Voice Service

3.1.1 General
A. Description

I. IP Voice Service provides a connection to the Company’s IP voice
network which enables the Customer to:

a. place and receive calls (including incoming facsimile transmissions)
to and from other subscribers to the Company’s IP Voice Service
and on the public switched telephone network;

b. access the Company’s intrastate, interstate and international IP
Voice Service;

c. access the operator service and business office for Service related
assistance, access toll-free telecommunications services such as 800
toll-free calling, and access E-911 service for emergency calling; and

d. originate calls to the Telecommunications Relay Service (TRS) that
enables hearing or speech-impaired persons using Telephone
Devices for the Deaf (TDDs) or similar devices to communicate with
the hearing population not using TDDs and vice versa. A Customer
will be able to access the state provider to complete such calls.

2. IP Voice Service is not supported by an in-home back-up power sowrce,
and if electrical power and/or Time Warner Cable’s cable modem and/or
cable television service are not operating, the IP Voice Service,
including the ability to access emergency 911 services, will not be
available.

B. The rates and charges as quoted in Section 4 for IP Voice Service entitle the
Customer to make calls within South Carolina without paying a toll charge.

C. The provision of IP Voice Service at the rates and charges and terms and
conditions shown is subject to the provisions of other sections of this tariff.
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SECTION 3 — SERVICE DESCRIPTION

3.1 IP Voice Service (cont’d)

3.1.2 IP Voice Service—Package A

A. General

Package A provides customers with access to the IP Voice Service as described
herein, including the ability to place and receive calls (including incoming
facsimile transmissions) to and from other subscribers to the Company’s IP
Voice Service and on the public switched telephone network and the
functionality described in Section 3.1.1 herein.

B. Custom Calling Features

Custom Calling Features in {1)-(3) below are included at no additional charge
as part of the Company’s IP Voice Service—Package A described in this Tariff.
Accordingly, under Package A, there are no monthly recurring charges
associated with the features set forth below.

1.

Call Waiting

When a Customer is making a Call, a short spurt of tone signals the
Customer that an incoming call is waiting. The tone is heard only by the
Call Waiting Customer, while the incoming caller hears a regular
ringing signal. Flashing the switchhook holds the first call while the
second is answered.

Caller ID

Allows a Caller ID display unit to display the name and number of
incoming calls.

Call Waiting with Caller ID

When a Customer is talking on the telephone, allows a Caller ID display
unit to display the number of an incoming call. A Customer-provided
visual display unit is required to interact with this feature.
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SECTION 3 — SERVICE DESCRIPTION

3.2 Miscellaneous TP Voice Services

3.2.1 General
A. Terms and Conditions

1. The features in this section are included in the Company’s IP Voice
Service offering.

2. All features are provided subject to availability: Features may not be
available with all classes of Service. Transmission levels may not be
sufficient in all cases.

3.2.2 Operator Services
A. Directory Assistance Service

Directory Assistance Service (411) is furnished upon Customer request for
assistance in determining telephone numbers. Customers will be charged for all
requests, including requests for listings that are not found.

B. Directory Assistance Call Completion Service

Directory Assistance Call Completion Service provides a Customer calling
Directory Assistance with the option of having the call to the last requested
number completed. A service message will inform the Customer that he or she
may be connected to the requested number automatically for a specified
additional charge.
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SECTION 3 — SERVICE DESCRIPTION

3.2  Miscellaneous IP Voice Services (cont’d)
3.2.3 Directory Listing Services
The alphabetical directory is a list of names that includes information essential
to the identification of the listed party and facilitates the use of the directory.
The Company reserves the right to refuse to publish listings which, in the
judgment of the Company, are considered inappropriate.
A. Additional and Foreign Listings

1. Additional Listings are provided in addition to the main listing on a
telephone service. Additional Listings may be used to help locate
another individual in addition to the main listed person in a dual name
listing,

2. Customers may request a Foreign Listing, which is a listing entered in
the alphabetical list of a directory other than that in which the Customer
is regularly listed.

B. Nonlisted Service

At the request of the Customer, any one or all of the Customer’s listings
normally published in the alphabetical directory will be omitted from the
directory but listed in the information records available to the general public.

C. Nonpublished Service

1. The numbers of Nonpublished Service are not listed in the telephone
directory or in the information records available to the general public.

2. Nonpublished information may be released to emergency service
providers, to Customers who subscribe to Company offerings which
require the information to provide Service and/or bill their clients, or, to
Customers who are billed for calls placed to or from nonpublished
numbers and to entities which collect for the billed services.
Nonpublished names and/or numbers may also be delivered to
Customers on a call-by-call basis.
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SECTION 3 — SERVICE DESCRIPTION

3.2 Miscellaneous IP Voice Exchange Services (cont’d)

3.2.3 Directory Listing Services (cont’d)
D. Extended Referral

Upon disconnection of a line the Customer may request an extended
announcement referring the caller to the Customer’s new number for up to three
months from the date of disconnect.

3.3 Message Telecommunications Serviee

3.3.1 General

Subscribers to the IP Voice Service will be entitled to place calls to any location
within the continental United States (including the State of South Carolina, as
described in this tariff, but not including the States of Alaska and Hawaii)
without incurring any toll charges. Customers will be billed for calls to Alaska
and Hawaii, and for international calls, in accordance with separate
arrangements between the Customer and the Company.
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SECTION 4 — RATES

4.1 Rates
4.1.1 Service Connection and Related Charges
A. General

1. Nonrecurring charges will apply to Customer requests for connecting,
moving, or changing Service. These charges are in addition to any other
scheduled rates and charges that would normally apply under this tariff.

2. Charges for the connection, move, or change of Service may apply for
work being performed during the Company’s normal business hours. If
the Customer requests that overtime labor be performed at a premises on
the day or days of the week other than normal work hours or on
holidays, or interrupts work once it has begun, an additional charge may
apply based on the additional costs involved.

3. Changes in location of the Customer’s Service from one premises to
another may be treated as new Service connections with the appropriate
Service Charges applying.

4, Connections, moves, or changes of Service that are incidental to
connections, moves, or changes of Time Warner Cable high-speed
modem data service and/or its cable television service will not be subject
to charges under this Schedule of Rates, but may be subject to charges
imposed by Time Warner Cable pursuant to the cable modem subscriber
agreement and/or the cable television subscriber agreement,

5. A Service Connection Charge will apply when a party already
subscribing to Time Warner Cable high-speed cable modem data service
requests establishment of TP Voice Service. No Service Connection
Charge will apply in the case of a party requesting the initial
simultaneous establishment of both Time Warner Cable high-speed
cable modem data service and IP Voice Service.

B. Rates and Charges

Nonrecurring Service Connection Charge $19.95
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SECTION 4 — RATES

4.1 Rates (cont’d)

4.1.2 1P Voice Service Monthly Charges

A. TP Voice Service—Package A

1.

Customers subscribing to Time Warner Cable cable television services
and Time Warner Cable high-speed cable modem service.

$39.95

Customers subscribing to either Time Warner Cable cable television
service or to Time Warner Cable high-speed cable modem service.

$44.95

4.1.3 Directory Assistance Service

A. Terms and Conditions

1.

Directory Assistance charges apply on a per call basis, with a maximum
of two requested telephone numbers allowed per call.

A Customer who cannot use telephone directories because of physical or
mental limitations may obtain an exemption from Directory Assistance
Service charges.

Charges do not apply for up to fifty (50) calls per billing cycle from
lines serving individuals with disabilities. To obtain such exemption, the
Customer shall provide the name, address, telephone number and nature
of the limitation for each individual requiring the exemption.
Information contained on the exemption records shall be treated as
confidential by the Company. The Customer shall notify the Company
when the need for an exemption no longer exists.

2.

3.
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SECTION 4 — RATES

4.1 Rates (cont’d)

4.1.3 Directory Assistance Service (cont’d)
B. Rates and Charges
1. Per Request $0.40
4.1.4 Directory Assistance Call Completion Service
A. Terms and Conditions

1. Directory Assistance Call Completion Service is furnished only where
facilities are available. Directory Assistance charges and, if applicable,
normal usage charges apply in addition to a Directory Assistance Call
Completion Service charge.

2. When a caller requests more than one number from Directory
Assistance, Directory Assistance Call Completion Service is offered
only for the last number requested.

3. The Directory Assistance Call Completion Service charge applies only
to calls actually completed.

4, The Directory Assistance Call Completion Service charge will be
credited for completion of calls to the wrong number, incomplete
connections or calls with unsatisfactory transmission.

5. The Directory Assistance Call Completion Service charge does not
apply to disabled persons who are exempt from the Directory Assistance
charge pursuant to this tariff,

B. Rates and Charges
1. Per Completed Call $0.70
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SECTION 4 — RATES

4.1 Rates (cont’d)

4,1.5 Operator Service

A. General

1. Calls may be completed or billed with live or mechanical assistance by

the Company’s operator center.

Calls may be billed collect to the called party, to an authorized third
party number, or to the originating line. Calls may be placed on a
station-to-station basis, or to a specified party (Person-to-Person) or
designated alternate.

Charges for operator services will be credited to the Customer for calls
completed to a wrong number, for incomplete connections, or for calls
with unsatisfactory transmission.

When the Customer requests an operator to dial the called number, an
Operator Dialed Surcharge will apply in addition to the applicable
Service charge as set forth below.

B. Rates and Charges

1.
2.

Operator Placed Direct Call $ 1.30 per call
Collect Call Surcharge $ 1.70 per call
Person-to-Person Surcharge $ 3.70 per call
Operator Calls per minute extra rate $10.15 per minute
Busy Line Verification Service Charge $ 2.50 per call
Emergency Interrupt Service Charge $15.00 per call
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SECTION 4 — RATES

4.1 Rates (cont’d)
4.1.6 Nonlisted Service

A. Terms and Conditions

The Customer indemnifies and saves the Company harmless against any and all
claims for damages caused or claimed to have been caused directly or indirectly
by the publication of a listing which the Customer has requested be omitted
from the telephone directory or the disclosing of such a listing to any person.
Where such a listing is published in the telephone directory, the Company’s
Hability shall be limited to a refund of any monthly charges assessed by the
Company for the particular Nonlisted Service.

B. Rates and Charges

1. Nonrecurring Charge $5.00
2. Monthly Charge $1.50
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SECTION 4 — RATES

4.1  Rates (cont’d)
4.1.7 Nonpublished Service

A. Terms and Conditions

1. The customer may be subject to nonrecurring and monthly recurring
charges, as specified below, for Nonpublished Service.

2. Incoming calls to Nonpublished Service will be completed only when
the calling party places the call by telephone number. The Company will
adhere to this condition notwithstanding any claim made by the calling

party.

3. No liability for damages arising from publishing the telephone number
of Nonpublished Service in the telephone directory or disclosing the
telephone number to any person shall attach to the Company, Where
such number is published in the telephone directory, the Company’s
liability shall be limited to a refund of any monthly charges assessed by
the Company for the Nonpublished Service.

4. The Customer indemnifies and saves the Company harmless against any
and all claims for damages caused or claimed to have been caused,
directly or indirectly, by refusing to disclose a nonpublished telephone
number upon request or by the publication of the number of a
Nonpublished Service in the telephone directory or disclosing of such
number to any person.

B. Rates and Charges
1. Nonrecurring Charge $5.00

2. Monthly Charge $1.50
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SECTION 4 — RATES

4.2 Miscellaneous Rates

4.2.1 Service Change Charges

Service Change Charges apply per line when a Customer requests a change in
existing Service.

A. Telephone Number Change — A charge may apply to each Customer-
requested change in telephone number.

B. Directory Listing Change Charge — A charge may apply to each Customer-
requested change in directory listing.

C. Rates and Charges

1. Nonrecurring Charge for $10.00
Telephone Number change

2. Nonrecurring Charge for $10.00
Directory Listing change

4,2.2 Change of Responsibility
A, Terms and Conditions |

When acceptable to the Company, an applicant may supersede Service of an
existing Customer where an arrangement is made by the Customer and the
applicant to pay all outstanding charges against the Service. The applicant must
also make arrangements to become a Time Warmer Cable cable modem service
customer. No non-recurring Service connection charge will be due from the
applicant under this Tariff if the applicant becomes a Time Warner Cable cable
modem service customer and a Customer for Service provided under this Tariff
at the same time.
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4.3 Promotional Offerings

From time to time, the Company may elect to offer promotional programs that shall
waive, for a specified period of time not to exceed six (6) months, in whole or in part
(1) any installation fee and/or (2) any recurring nonrecurring fees for any services other
than local voice service or intrastate toll service. The promotional programs will be
filed in advance with the Commission by letter. A promotional program may not waive
any surcharge the Company is required to assess by Rule adopted by a State Agency or
by statute. Promotional programs offered under this tariff shall not alter any term or
condition of any service except with regard to the rate charged for the service.
Descriptions of specific promotional programs, including the effective dates of the
promotion and the rates to be charged under the promotion, shall be provided to the
Commission on or before the offering date of the promotional programs. These
descriptions shall be kept with the terms and conditions maintained by the Company.

4.4 Emplovee Rates

The Company may offer special rates or rate packages to its employees or employees of
its affiliates.

4.5 Marketing

As a telephone utility under the regulation of the Public Service Commission of South
Carolina, Company hereby asserts and affirms that as a reseller of intrastate
telecommunications service, Company will not indulge or participate in deceptive or
misleading telecommunications marketing practices to the detriment of consumers in
South Carolina, and Company will comply with those marketing procedures, if any, set
forth by the Commission. Additionally, Company will be responsible for the marketing
practices of its contracted telemarketers for compliance with this provision.
Company understands that violation of this provision could result in a rule to Show
Cause as to the withdrawal of its certification to complete intrastate
telecommumications traffic within the state of South Carolina.
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